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BRING YOUR BILL ANALYSES 
UP TO DATE 


You can save 50% in time and money with 





THE ONE-STEP METHOD 
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OF BILL ANALYSIS 
A but current bill frequency data has been rendered obsolete by the 


marked increase in kilowatt-hour sales. How much of this load will 
you retain? 











Now is the time to bring your bill analyses up to date. In addition to a 
knowledge of the existing situation, certain trends may be disclosed which 
will be of considerable value to you in planning your rate and promotional 
programs. 


The One-Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring. 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One-Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detrolt Montreal Toronto 
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Attractive folders on 
this Regulator will 
be furnished free, for 
your trade. Write for 
catalog and price list 
on Barber Burner 
Units for Gas Ap- 
pliances, Conversion 
Burners for Furnaces 
and Boilers, and Reg- 
ulators. 


Certified by A. 
G. A. Test- 
| ing Laboratory. 
' Sizes 4" up. 


_S—_ 
— 


ry 
‘ 
| @ Barber has been building high quality regulators for many years. Of thor- 
| oughly tested design and construction, they are made with extra substantial 
bodies, brass operating parts, phosphor bronze springs, and special non-de- 
teriorating diaphragms. Every Barber Regulator is a precision device, respon- 
- | sive to 3/10 pressure drop, and will give continuous, satisfactory service on 
§ any type of gas fuel (when ordering regulators please specify type of gas). 
f) ‘ Barber’s 30-year record of reliability protects your reputation, and reduces 
/ customer complaints and service calls. Why not standardize on Barber 
| ‘ Regulators? 
. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohic 


BARBER -acssune REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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JOHNNY CAPACITOR’S KILOVAR ECONOMICS "2 


KWHR LOSSES FROM KVAR 
TRANSPORTATION MAY EQUAL 
1/5 OF YOUR DOMESTIC LOAD 








Energy losses due to kilovar trans- 
portation can actually exceed 1/5 of 
your domestic load. Reducing these 
losses by supplying on-the-spot kilo- 
vars from capacitors offers exceptional 
savings and advantages today, for 
these reasons: 

1. Capacitors are now low in cost— 
less than $10 per kilovar installed. 
2. Increased system capacity is made 
available immediately, as soon as on- 
the-spot kilovars are supplied. 

That is the dollars and cents side of 


JOHNNY SAYS: 


“With load increases eating into reserve carrying capacity—and with 
costs of both fuel and equipment going up—losses caused by kilovars are 
more costly than ever before.” 


the story. Important system improve- 
ments also result. Voltage drops 
throughout the system are reduced. 
More kilowatts per ampere can be de- 
livered. Distribution systems are 
cleared for carrying increased pay 
load. 

Your General Electric representa- 
tive will be glad to explain in further 
detail the specific advantages of ap- 
plying capacitors to your system. Or 
write to Apparatus Department, General 
Electric Company, Schenectady 5, N. Y. 


GENERAL { ELECTRIC 
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ie word “monopoly,” as used in 
political and economic circles, has 
become as confusing as the word “propa- 
ganda” or “lobbying,” or a number of 
other words which have come to have an 
emotional surcharge which cannot be 
found in the exact dictionary definition. 
“Propaganda,” of course, was ruined as 
a word for conveying a reasonably ac- 
curate meaning years ago when it came to 
have a vague connotation of evil and 
falsity. 


Just so the word “monopoly.” The 
casual reader might even be a little sur- 
prised if he were suddenly to come across 
the suggestion that there is such a thing 
as a “good monopoly.” Politicians and 
others somehow have managed to convey 
that monopolies are in some way suspect 
if not actually wicked. The same casual 
reader likewise might be surprised that 
there could be such a thing as “good 
propaganda,” although it was just such 





J. A. WHITLOW 
MAY 8, 1947 


the Editors 


an organized appeal which made him buy 
war bonds, support the Red Cross and 
other worthy objectives during the war 
years. 


PuBLIc relations of public utilities gen- 
erally suffer from the fact that, at least 
territorially speaking, they are monopo- 
lies. They were intended to be monopo- 
lies. It would be very wasteful and un- 
fortunate from the standpoint of public 
interest if they were anything else but 
monopolies. True, they are regulated 
monopolies and to that extent supervised 
in the public interest. But that qualifica- 
tion does not always make the word sound 
better or sweeter in the ear of citizens who 
have been lectured time and again on the 
evils of monopoly. 


O' course, a monopoly regulated in 
the public interest is not what our 
reformers, politicians, and others have in 
mind, generally speaking, when they lec- 
ture on the evils of monopoly or the 
machinations of the international cartels. 
Too often the distinction is lost by a non- 
discriminating public which cannot rea- 
sonably be expected to have a deep knowl- 
edge of the niceties of economic classifi- 
cation. What the public utility companies 
seem to need, to escape the unjustified 
burden of such opprobrium, is a new 
word—a designation which would mean 
monopoly in its justified and perfectly 
legitimate sense. This would explain a 
public service which must be exclusively 
performed in order to avoid the waste- 
ful duplication of facilities, which could 
occur if there were competition permitted. 


EveN the casual reader and average 
citizen can readily appreciate the chaos 
and dissatisfaction which would result 
6 





KUM 


May 8, 1947 Public Utilities Fortnightly 











SHIPS 


xk 


HYDRAULIC TURBINES 
— and — 
ACCESSORY EQUIPMENT 


x* 


PRESSURE VESSELS 


x** 


STEEL, IRON and 
BRASS CASTINGS 


xk 


HEAVY FORGINGS— 


ROUGH or 
COMPLETELY MACHINED 


xk 


NEWPORT NEWS SHIPBUILDING 
and DRY DOCK COMPANY 


Newport News, 
VIRGINIA 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








8 PAGES WITH THE 





GEORGE KERR 


from two or three telephone or streetcar 
companies trying to operate in the same 
city in competition. The older generation 
of New York city residents will readily 
recall the era of gas company competition 
in Manhattan when duplicate sets of 
pipes and mains made the city streets a 
nightmare of interminable excavations 
and gave rise to that parody, “East side, 
West side, all around the town; gas pipes 
either are coming up or else they are go- 
ing down.” 


IN this issue we have a dispassionate 
analysis of the failure of competition in 
public utility regulation by J. A. WuIt- 
Low, former vice president of Public 
Service Company of Oklahoma and now 
retired from active operations and a res- 
ident of Tulsa. Mr. WuiITLow was born 
in western Missouri and graduated as 
an electrical engineer from the University 
of Missouri. After several years as chief 
engineer for the board of education of 
St. Louis, he served as head of the utility 
rate department for the public service 
commission of Missouri, and later be- 
came valuation rate consultant with the 
Arkansas Power & Light Company. He 
joined the Public Service Company in 
1923 and retired several years ago. 


* * * * kK 


EORGE Kerr, whose article on “The 
Annual Company Report” begins 
on page 629, is a member of the staff 
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EDITORS (Continued) 


of Ebasco Services Incorporated, New 
York. He has a background of twenty 
years’ experience in connection with 
publicity and public relations work for 
the operating utilities comprising the 
lectric Bond and Share system. He has 
spent a great deal of time promoting 
what was known as “customer owner- 
ship” in all sections of the United States 
and in some foreign countries as well. 


et & & @ 


ECENT action of the Senate in con- 

firming the members of the Atomic 
nergy Commission sets into operation 
a major venture of regulatory control 
which, perhaps, has been too long delayed. 
The fact that the world faces the danger 
of an international race in the production 
and stockpiling of atomic bombs for 
purely military purposes is the most 
pressing reason for our government to 
perfect its own system of administrative 
controls, under the law which Congress 
passed over a year ago. 


THERE are probably flaws in the statute 
which will come to light. The important 
thing right now seems to be to get on with 
the task of administration. As the late 
Joseph B. Eastman of the Interstate 
Commerce Commission said shortly be- 
fore his death, the success or failure of 
any regulatory statute depends primarily 
on the men who administer it, and that 
success, in turn, must depend on the ad- 
vice and coéperation which they receive. 
Commissioner Eastman went on to point 
out that a group of good commissioners 
could make more of a success with a bad 
regulatory law than a group of incom- 
petent commissioners could make with the 
very best regulatory law. 


IN our forthcoming issues we shall 
endeavor to bring to our readers some 
further analysis and discussion of these 
strictly regulatory problems which have 
developed in the wake of atomic fission. 


THE next number of this magazine will 
be out May 22nd. 


A, Gtetin 
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10 
for Econom aeslenaaell 


not furnished with your Portagraph, but 
Portagraph savings are none the less real. Portagraph effects definite, 
measurable economies in copying office records of all kinds. You can 
bank on Portagraph for economy—and for speed and accuracy, too. 
When you copy office records with Portagraph you free typists for 
other work. You eliminate proofreading and errors because every 
Portagraph copy is absolutely accurate. You get clear, legible copies 
in a matter of minutes. 
You can own a Portagraph for as little as $69.50. It will soon enable 
you to put more than that in your bank. For details on Portagraph 
and the savings it will bring your office write today to Room 2672: 


° { PHOTO RECORDS DIVISION 
315 Fourth Avenue, New York 10 
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A Plan 4a@ Business 
Can Easily Afford 


O question that complete instrument control of every step in INSTRUMENTS 

your process could improve quality and slash production costs. 
Trouble has been first costs. Good instruments are difficult to 
make, expensive to purchase. With surplus it’s a different story. Temperature 
Thousands of top quality new and used instruments are avail- 
able now in every WAA Regional Office at prices any business 
can afford. You can install control and pay most of your instal- Flow 
lation labor costs out of the price differentials in the equipment. 





Hygrometric 


Liquid Level 
Plan now, while wide selections are still available, to pick up 


needed instruments. Write, wire, phone or visit your nearest Specific Gravity 


WAA office to inspect and purchase. Make sure, too, that your Pressure Gauges 
name is on the Instrument Mailing Lists of other nearby WAA 

offices. Investigate Fixed Price Sale; also ask for Sealed Bid Draft Gauges 
offerings now being mailed regularly to interested firms. Control Valves 


Regulators 


prices you can restock your shelves with the best known makes 


Gas Analyzer 
and models of instruments. Write all 33 WAA offices today. = mend 





| INSTRUMENT SUPPLY HOUSES! No need to wait. At WAA 


MANY 
MAKES 
AND TYPES 


Orrice of SeEmeRat oisrpesat 


NS st iis 
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“There never % 





as in the world two opinions alike.” 
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“There must be large enterprises to do large things.” 


> 


“Monopolies lead to dictatorships. And dictatorships 
cannot be tolerated ina democracy.” 


* 


“If we want this country to continue ‘to be run by and 
for the people we must oppose every boss, any boss.” 


* 


“The sword of Damocles still hangs over our heads and 
will until our labor laws are fundamentally corrected.” 


> 


“Disarmament is the fundamental and imperative con- 
dition not only of peace, but of freedom and abundance 
in the world today.” 


¥ 


“Wages are an item both on the cost side and the in- 
come side. Employers often stress the first aspect, trade 
unions the second one.” 


* 


“American industry must be free to produce and sell 
its products in an atmosphere uncharged by the threat of 
suddenly revived control.” 


> 


“No company can hope to prosper if it does not con- 
cern itself, on the highest policy levels, with how the 
public reacts to its policies and decisions.” 


* 


“If the boss-worker relationship is a healthy American 


partnership, the scheming of trouble makers will be 
beaten by the common sense of those whom they seek to 
mislead.” 


> 


“We are emerging into the ‘atomic age’ and this de- 
mands that those individuals responsible for its inception 
have a moral and social accountability to the people of 
the world.” 
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CRESCENT 


IMPERIAL NEOPRENE 


CRESCORD 


Gor Heavy Duly 
Judustrial Use 
The tough, NEOPRENE jacket gives this cable 


maximum life for the most severe operating 
conditions. Among its chief advantages, it is 


OIL PROOF 

SUN PROOF 
ABRASION RESISTING 
FLAME RETARDING 
FLEXIBLE 

LONG LIVED 


Furnished in all sizes from No. 18—Two Con- 
ductor to 500,000 C.M.—Three Conductor 


wine ses capLE @ 


CRESCENT INSULATED WIRE & CABLE CO. 

















TRENTON, N. J. 
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14 REMARKABLE REMARKS—( Continued) 


RAYMOND MoLey 
IVriting in the Chicago 
Journal of Commerce. 


WHEELER McMILLEN 
Editorial director, Pathfinder 
News Magazine. 


Epitor1AL STATEMENT 
The Wall Street Journal. 


WALTER S. GIFFORD 
President, American Telephone 
and Telegraph Company. 


James D. Mooney 
President, Willys-Overland 
Motors. 


Murray SHIELDS 
Vice president, Bank of the 
Manhattan Company. 


Ciem D. JoHNSTON 
President, Roanoke (Virginia) 
Public Warehouses. 


EpitorRIAL STATEMENT 
Los Angeles Times. 


W. AveRELL HARRIMAN 
Secretary of Commerce. 
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“The New Deal gave and the New Deal took away. That 
is what a lot of people are learning now. . . . The dollars 
paid by the people for future security are in custody. But 
they will never again have the same potency.” 


> 


“The closer any government activity can be kept at 
home, the more effective is the voice of the free citizen. 
The further away the source of power is located, the less 
his voice matters; and the less his freedom is.” 


¥ 


“Individualism cannot be preserved except by the preser- 
vation of the strength and integrity of the individual. If 
that fails the state will be drawn into the vacuum and no 
political labels will make the slightest difference.” 


* 


“It is . . . essential and in the public interest that earn- 
ings be adequate in the future to insure to the business 
the continued flow of capital so necessary to meet the con- 
tinuing public demands for more and better service.” 


5 


“We have good heads, nimble fingers, and strong backs 
in this America of ours. Unless we are prepared to use 
them and work for the standard of living in which we 
believe, none of our technology will avail us much.” 


¥ 


“We are in the midst of a great technological revolution 
which has already produced vast new industries and gives 
promise that new investment in productive enterprise can 
again be a dynamic force making for economic expansion.” 


* 


“The future of democracy, perhaps the very future of 
civilization, depends in no small measure upon the ability 
and the willingness of all elements of our American life 
to join hands now in a common effort to preserve our 
cherished freedom.” 


¥ 


“Unions have been granted many privileges in law 
and by custom, but the privilege of waging a private 
war is not among them. If unions cannot gain‘their ends 
by peaceful means they will have to do without gaining 
them. That is the law.” 


* 


“The Department of Commerce is the place in govern- 
ment where businessmen should feel free to come at all 
times with their problems. I hope during my tenure of 
office I can assist in developing a proper relationship be- 
tween business and government.” 




















MERCURY * 
SWITCHES 


are used in all Mercoid Controls. 
They assure better control performance 
and longer control life. That is why 
Mercoid Controls rate a very high 
percentage of customer satisfaction 
-a good reason for featuring - 


MERCOID 
CONTROLS 






THE MERCOID CORPORATION, 4201 BELMONT AVE., CHICAGO 41, ILLINOIS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 











16 Public Utilities Fortnightly May 8, 1947 








KT <A. 
| in| | | 
a — 














genes ie ao me, | A 
\ 

















COMBUSTION 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND STOKERS: ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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Units for Utilities... 





CLIFFSIDE STATION 


DUKE POWER COMPANY 


HE C-E Unit, illustrated here, is now in process of fabrica- 

tion for the Cliffside Station of the Duke Power Company, 
Cliffside, North Carolina. It is one of two such units now on 
order. 

These units are each designed to produce at maximum out- 
put 620,000 lb of steam per hr at 1285 psi and a total tempera- 
ture of 950 F. 

They are pulverized coal fired, using C-E Raymond Bowl 
Mills and Vertically Adjustable Tangential Burners. The fur- 
naces are completely watercooled with closely spaced plain tubes, 
basket bottom type. Each boiler is equipped with a 3-stage 
super heater, Elesco integral economizer in the last pass and a 
Ljungstrom Air Preheater. Superheat control is by means of 
Vertically Adjustable Burners and Montaup-type by-pass 


dampers. B-118A 


Q 
ENGINEERING 


200 MADISON AVENUE . NEW YORK 16. N. Y. 
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PROCEEDINGS OF THE 1946 
CONVENTION 


OF THE 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 



















Tuis important volume is printed in a limited 
edition. It contains valuable discussions and re- 
ports on the following provocative and timely 
subjects: 





Rate Making and Regulation of Public Utilities — Valuation — Depreciation — Tele- 
phone Regulatory Problems [including Mobile Telephone Service, Rural Telephone 
Needs, Telephone Rate Structure) — Accounting — The Telegraph Problem — Air 
Commerce — Gas and Oil Production — Transportation 


These and others 82.00 


COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER PUBLICATIONS OF THE 
NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 











Depreciation: 

(1946) Methods of Pricing Retirements from Group Property Accounts ................-+-- $1.25 

1944 Report of the Committee on Depreciation (Supplement to 1943 report) ..............-- 1.25 

1943 Report of the Committee on Depreciation (277 pages) ...............00eee cee eeeeees 3.50 
Valuation: 

ee en Er Oe I, Oi I oo. vince wccwaincdeSbee ndcecctaccssccedencne 1.25 

Comments on 1946 Valuation report by Advisory Counsel John E. Benton ..........-...--+..-- 75 
Rates of Public Utilities, Committee Report on......... 2.2.2... eee cee eee ees 50 
Mobile Telephone Service: 

a ai ee ewe oh WKS DEEDES USTED AU Ka Soneen epee 1.00 

es ince srk ehh can test erhs te eeene Sb 4n. Aaa eewnsee 50 
Interpretations of Uniform System of Accounts for Electric Utilities................. 1.50 
Interpretations of Uniform Sysem of Accounts for Gas Utilities.................... 1.50 
Interpretations of Uniform System of Accounts for Water Utilities................... 1.50 


Annual Report Forms for Electric Utilities ($2) Gas Utilities ($2) Water 
Utilities ($2) Combination of two ($3) of all three ($4.50) 


(Where remittance accompanies order we pay forwarding charges) 
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HEAVY DUTY USED STORAGE BATTERIES 
IMMEDIATELY AVAILABLE 
ON COMPETITIVE BID 





Heavy duty batteries are still hard to get on the open 
market — but now many are available at WAA offices in: 


Most of these special purpose batteries are used. They’re 
: : in serviceable condition and most are adaptable to a variety 
; : of jobs where low-voltage or stand-by power is needed. 
3 Special Fixed Price Sale : Made by nationally known firms, they’re now being offered 
‘ Some unused batteries are ; to enable you to make complete replacements at surprisingly 
? low cost. Write, wire or phone now—or come in yourself to 
fixed prices. To receive list- } one of the offices indicated, to make sure you get the batter- 
: ings, write one of the above ies you need. Also ask to have your name placed on the used 
: offices and ask to be placed ; battery mailing list. 
: on the industrial battery 
+ mailing list. 


also being offered at low 
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OFFICE oF Gteweeat oisPpoesat Pre 
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See teeescescoees 





Offices located at: Atlanta - Birmingham - Boston + Charlotte » Chicago + Cincinnat . 

Cleveland «+ Denver + Detroit - Grand Prairie, Tex. + Houston «+ Jacksonville « Kenses City, Me. 

Les Angeles - Lovisvilie + Minneapolis + Nashville - New Orleans + New York + Omahe 
Philadelphia + Portland, Ore. + Richmond « St. Lovis « San Antonio + San Francisce + Seattle + Tulse 
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CLE VELANDS 


THE SURE WAY TO TRENCHING PROFITS 





Among the many exclusive CLEVELAND pioneered features that assure trenching 
profits on all kinds of jobs — oil, gas, gasoline, water, sewer, conduit and drain- 
age are: — correct, full crawler, wheel type design — smooth flowing ample 
power correctly applied and a wide range of transmission controlled speeds 
assuring the best speed for the job at hand —low operating and fuel costs — 
minimum maintenance expense because of superior quality materials, fine engi- 
neering and unit type construction. 


With CLEVELANDS on the work you're sure too, to make real saving by 
meeting and beating schedules because of extreme flexibility, maneuverability 
and dependability. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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Southeastern Electric Exchange begins power sales conference, Birmingham, Ala., 1947. 





ry 


Northwest Electric Light and Power Association, Business Development Section, ends 
mecting, Seattle, Wash., 1947. 





« 


Canadian Natural Gas and Petroleum Association will hold meeting, Hamilton, Ont., 
May 22, 23, 1947. 





=) 


Missouri Valley Electric Association will hold meeting, Davenport, Iowa, May 22, 23, 
947. 





ry 


American Gas Association, Industrial and Commercial Gas Section, Commercial Gas 
School, begins session, Washington, D. C., 1947. 





a 


Liquefied Petroleum Gas Associates will hold convention, Chicago, Ill., May ‘el 
27-29, 1947. 





a 


Edison Electric Institute will hold annual meeting, Atlantic City, N. J., June 2—5, 1947. 





- 


Pennsylvania Independent Telephone Association begins meeting, Reading, Pa., 1947. 





4 


Indiana Gas Association ends meeting, French Lick, Ind., 1947. 
Kansas Telephone Association begins meeting, Topeka, Kan., 1947. 





4 


American Water Works Association, Pacific Northwest Section, ends meeting, Victoria, 
DB. Guy Fee. 
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Canadian Gas Association will hold meeting, Niagara Falls, Ont., June 9-11, 1947. 








| 


Canadian Electrical Association will hold annual convention, St. Andrews, N. B., 
June 18-20, 1947. 





ry 


Pennsylvania Gas Association begins convention, Wernersville, Pa., 1947. @ 
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American Public Power Association begins fourth annual convention, Cleveland, Ohio, 
1947. 
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Courtesy, Niagara Hudson Power Corporation 


Flash in Darkness 


An unusual photograph of a planned arcing demonstration at the Higley 
powerhouse, showing approximately 20 amperes of current, flowing 
at 110,000 volts to ground. The arc traveled approximately 16 
feet from left to right and at times shot 31 feet into the air. 
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Competition in 


Public Utility Regulation 


Both experience and public policy have rejected the theory of competi- 

tion as a regulator of public utility service. Yet, in recent years it has 

emerged as a mask to disguise a more serious departure from our Ameri- 
can tradition of free private enterprise. 


By J. A. WHITLOW* 


RE the electric utility companies 
A really monopolies and, if so, 
how did they become that way? 

There has always been some competi- 
tion between utilities in some places 
and the people could have had utility 
competition any place at any time if 
that had been their desire. Those busi- 
ness organizations known today as 
public utilities had their beginning like 
any other business—as unregulated 
competitive institutions. As they de- 
veloped and their service became a pub- 





*Former vice president of Public Service 
Company of Oklahoma (retired). For per- 
sonal note, see “Pages with the Editors.” 


lic necessity this condition brought 
about much inconvenience to the pub- 
lic, which amounted at times to actual 
hardship, higher costs, and poor serv- 
ice. By a process of natural evolution 
this condition was changed by action 
of the public itself to the present con- 
dition where usually not more than one 
electric company, gas company, tele- 
phone, or street railway is permitted to 
serve a community, but under rigid 
public regulation. 

The idea that competition between 
like utilities is advisable had long since 
almost entirely disappeared, but in re- 
cent years there has been promoted a 
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clamor on the part of government- 
owned electric utility enterprises and 
their friends, which sets up the charge 
of “private power monopoly” and re- 
news the appeal for competition. Why 
does this idea rest for years and then 
come up to be used as an argument in 
an attempt to justify government com- 
petition with established institutions ? 
First, we had better take a look into 
the past history and developments. 


A or firm desiring to fur- 
nish service as a public utility in 
some city must first obtain a permit 
(the franchise) from the city or town. 
In the beginning it was often customary 
to grant franchises to competing com- 
panies. In most places cities can still 
grant a competing franchise, but this 
is not ordinarily done. Also in many 
states, even if cities would grant a 
franchise to a company that would en- 
able it to compete with an existing 
company, the new grantee would also 
have to get the permission of the state 
utility commission before construction 
of its facilities. If, therefore, this busi- 
ness tends to become a local monopoly, 
it is because the public itself wishes it 
to be that way and state regulation has 
been substituted for competition and 
gives the public ample protection. For 
many years this arrangement has been 
satisfactory and rarely was there any 
comment on the so-called monopoly or 
lack of competition. Now the Federal 
government is building dams and gen- 
erating hydroelectric energy which cer- 
tain government agencies must sell. A 
cooperative arrangement could easily 
be worked out with the electric compa- 
nies, but the government agencies do 
not seem inclined to go along on such 
a sensible program, but prefer either to 
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compete with the established utilities or 
take over their business. This meets 
with opposition from many sources, so 
these government-subsidized agencies 
have trotted out the old and almost for- 
gotten idea of competition and set up 
the cry of “monopoly.” 

The difficult part of this deal to un- 
derstand is the hard things the govern- 
ment ownership proponents say about 
the utilities. They are represented as 
the “power trust” ; they want to hold a 
“monopoly” in order to earn a “profit 
for a few.” It matters not that this 
profit is not more than a conservative 
rate of interest on an amount often less 
than a company’s original investment, 
and it matters not to these people that 
the “few” consists of thousands of 
stockholders, life insurance companies, 
and trustees of estates for dependent 
persons. 


a people have assumed 
the risk, the hard work, and worry 
until this utility industry has become a 
going concern and its service is now a 
public necessity, so subsidized govern- 
ment competition does not seem just 
nor fair to the average citizen. Some- 
thing is needed to put it across, and one 
of the techniques used is to break down 
the good repute in which most electric 
service companies are held in their re- 
spective areas, and a way of accom- 
plishing that is by making a demagogic 
use of the word “monopoly” andattach- 
ing that stigma to the service company. 

When Edison started the first cen- 
tral station in 1882, and began to de- 
liver electric service to customers, peo- 
ple suddenly awakened to the fact they 
could replace their inconvenient gas 
and oil lighting with electric facilities 
and by merely turning a switch have 





fr 42 OOS Ow 


_ i inn af cet O6lCU.h CUS 





FAILURE OF COMPETITION IN PUBLIC UTILITY REGULATION 


this new, wonderful light. The idea 
spread like wildfire and every city de- 
manded this service. Where investors 
did not immediately take hold, cities 
voted bonds and built municipal elec- 
tric plants. 

The first systems were direct current 
in which the limit of economical dis- 
tribution was about one mile. That 
meant that in a large city several plants 
were necessary. Sometimes these sepa- 
rate plants were built by different com- 
panies under appropriate franchises. In 
extending their service, they naturally 
came into competition with each other. 
Likewise, since competition in all in- 
dustries was the vogue in those days, 
sometimes franchises were granted to 
two or more different companies to 
serve the whole town or at least to serve 
in certain sections. Competition there- 
fore grew naturally in the public utility 
industry and many were the battles be- 
tween conflicting interests. Because of 
the peculiar nature of these utilities, this 
condition was not in the public interest ; 
in fact, the public was often injured and 
some correction was required, Out of 
this condition there grew up a new set 
of laws, adopted by the public for its 
own convenience and safety. These 
laws were directed toward correcting 
the evils of uncontrolled competition, 
but at the same time establishing effec- 
tive regulation over the business which 
tended toward a local monopoly. 


e 


A most striking illustration of the 
great inconvenience to the public 
resulting from the early granting of 
numerous and competitive franchises 
is given in a paper “The Economic As- 
pects of Franchises,” presented by F. 
W. Doolittle and published in the Jour- 
nal of the Engineers Club of St. Louis, 
March-April, 1917. In the early history 
of its utilities, this city actually granted 
37 franchises for furnishing electricity 
in that city. Street railway operation 
was authorized by 48 franchises, and 
there were also competing telephone 
companies. The public was as much to 
blame as anybody for this condition, 
but never has assumed any of the re- 
sponsibility. Such a condition as de- 
scribed required many years, many 
heartaches, and much money to correct. 

The partial elimination of competi- 
tion in the utility industry in the United 
States has been a gradual development, 
promoted by farseeing citizens and 
lawmakers. It has been a move in the 
public interest to relieve the public of 
the inconvenience of two sets of pole 
lines, or duplicating pipes in the streets. 
The tendency has become so pro- 
nounced that these utilities have come 
to be known as “natural monopolies.” 
But the public has not left itself at the 
mercy of any monopoly. Laws were 
enacted establishing state regulation of 
such enterprises. These laws limited 
the earnings to “a fair return on the 


“.. the Federal government is building dams and generat- 
ing hydroelectric energy which certain government agencies 
must sell. A codperative arrangement could easily be worked 
out with the electric companies, but the government agencies 
do not seem inclined to go along on such a sensible program, 
but prefer either to compete with the established utilities 


or take over their business.” 
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present fair value of the property.” 
Progressive states such as Massachu- 
setts and Wisconsin very early adopted 
such measures. In New York, the pub- 
lic utility law was so thoroughly drawn 
and enacted under the direction of Gov- 
ernor Charles Evans Hughes, later the 
Chief Justice of the U. S. Supreme 
Court, that it has been to a large extent 
copied by many states. Today only one 
state does not provide for state regula- 
tion of utilities in some form or an- 
other. 


we regulation is distasteful to 
those who wish a government-sub- 
sidized monopoly of this industry. 
Their favorite criticism is to say that 
state regulation has “broken down.” 
It is not made clear just what they 
mean by that and their claim is abun- 
dantly disproved by the fact that, under 
state regulation, the service has been 
constantly improved, and the rates have 
been progressively lowered while prac- 
tically all other commodities have ad- 
vanced in price, until today the average 
domestic user obtains twice as much 
electricity for his money as he did some 
fifteen years ago, so state regulation of 
utilities has become the American way. 

The city attorney of Milwaukee, 
Max Raskin, has stated the case against 
municipal competition in the utility 
business in part as follows : 


When capital has been invested in plant 
and equipment for the purpose of furnishing 
to the public of a given area its water or 
light or power needs, it makes no difference 
how the product is delivered to the public so 
long as the plant and equipment are ade- 
quate to meet the demand for service, The 
purpose of the public utility law is to pro- 
hibit the duplication of such plant and equip- 
ment and the attendant economic waste which 
is bound to come out of someone’s pockets. 


It should be remembered that the 
possibility of competition as a “birch 
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rod” has not been eliminated. In some 
states, Oklahoma for instance, no fran- 
chise can be exclusive. The city may 
grant more than one franchise or it may 
enter the business itself. In other states 
a competing franchise can be exercised 
if the regulatory body finds it is advis- 
able and issues a certificate of “con- 
venience and necessity.” The fact that 
rarely either of these means is resorted 
to is proof that state regulation has 
been effective. 


yew study of those who attempt to 
depreciate the effectiveness of state 
regulation and who cry for competi- 
tion reveals that they are not interested 
in competition so much as they are in 
the confiscation of the property of the 
utility companies. Their actions and 
words indicate they are antiutility in 
their attitude and they desire govern- 
ment ownership outright. Whatever 
method is proposed, whether municipal 
or government control, they are for it, 
however illogical or unjust the proposi- 
tion may be. They are so dead set for 
socializing the industry that they are 
not always very intelligent. George Otis 
Smith, former chairman of the Federal 
Power Commission, put this quite 
pointedly in 1936 when he said: 
..in public devotion, as well as in mental 
equipment, the utility commissioners have 
averaged higher than the most vociferous 
critics of the policy of regulation. 
Herbert Hoover, in a speech in San 
Francisco, on June 17, 1935, said: 
No one can survey the work of the state 
commissions and the instructive series of 
court decisions concerning their rulings as 
a whole without realizing that we are grad- 
ually developing a science of regulation and 
of understanding, on one hand, of the means 
of drawing the fine line between minimum 
rates to the people and, on the other hand, 


of such a reasonable profit to the industry 
as will stimulate its advancement. It is my 
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First Electric Service 
ce \ ‘ 7 HEN Edison started the first central station in 1882, and began 


to deliver electric service to customers, people suddenly awak- 

ened to the fact they could replace their inconvenient gas and oil light- 

ing with electric facilities and by merely turning a switch have this new, 

wonderful light. The idea spread like wildfire and every city demanded 

this service. Where investors did not immediately take hold, cities voted 
bonds and built municipal electric plants.” 





belief from this investigation that the public 
service commissions with very little just 
criticism are proving themselves fully ade- 
quate to control the situation. The laws as 
written in the statute books are sufficient to 
protect the public and the industry, the two 
parties to the utility contract. 


The best legal minds and our best 
statesmen have favored the idea of 
regulation rather than uncontrolled and 
expensive competition. Justice Louis 
Brandeis was one of the great liberals 
who always had the public interest at 
heart, and he said: 


... that, while ordinarily free competition in 
the common callings has been encouraged, 
the public welfare at other times may de- 
mand that monopolies be created. Upon this 
principle is based our whole modern prac- 
tice of public utility regulation. 


George Otis Smith covered the same 
idea when he said, in referring to elec- 
tric utilities : 


Hard as it may be to live down a shady 
reputation fairly earned in other days, and 
in different scenes—in fact, in a different 
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world—monopoly has here and now taken on 
the rdle of economic benefactor. No longer 
can monopoly be rightly regarded as anti- 
social, when exclusive privilege is strictly 
conditioned on public convenience and neces- 
sity. 
| gaa setgp became especially un- 
popular and “trust busting” be- 
came the spirit of the day when Presi- 
dent Theodore Roosevelt swung his 
big stick. But the monopolies he at- 
tacked were bad monopolies. They were 
guilty of unfair discrimination and re- 
bates to favored customers. They were 
known to have curtailed production in 
order to exact higher prices, thereby 
withholding necessities from the pub- 
lic and forcing higher prices. Exactly 
the opposite is the case with utility com- 
panies. Their only source of greater 
income is in selling more “juice.” They 
cannot limit production as that would 
wreck their business. When a utility 
makes one of its frequent rate reduc- 
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tions, there immediately follows a cam- 
paign to increase production by in- 
creasing sales, Monopoly or not, it 
must live and grow by delivering more 
and better service, for the utilities are 
permitted to earn only their govern- 
mental allotted profits. 

It is absolutely against the public in- 
terest, therefore, for certain selfish and 
inconsiderate persons to try and break 
down faith with the people. Professor 
Philip Cabot, of Harvard University, 
writing in The Analyst said: 

The phrase “power trust” is well calcu- 

lated to alarm him (the citizen) because of 
its implication of hateful monopoly in what 
has now become a necessity of his life. And 
the damage does not stop there; one of the 
greatest industries in the land is being seri- 
ously, perhaps permanently, injured. This in- 
dustry requires for its successful develop- 
ment the most skillful and farsighted plan- 
ning, and the imaginative courage only to 
be found in a few leaders of men. Such 
men have been found, and have developed 
this industry with such amazing success that 
it is one of the main contributing factors 
in our present remarkable prosperity. 
. . . But though the political agitators must 
know this, the man in the street is being in- 
duced to believe that, by controlling the 
tools of production, the manufacturers of 
electric power will soon be able to raise the 
price of their product and thus place upon 
the nation a new and grievous burden. 

The socialistic element is quite adept 
at inventing phrases that are designed 
to awaken prejudice such as described 
by Professor Cabot. The Arizona 
Power Authority is a state body cre- 
ated, among other reasons, to get a 
larger share of Boulder dam power. It 
seems to have gone all out for socializ- 
ing the entire power industry of the 
state. In a report for the year ending 
November 30, 1945, it wants govern- 
ment power brought into the state but 
then objects to it being retailed by the 
companies, or, as the authority puts it, 
“abandoned to monopolistic control.” 
Other actions of this body indicate, 
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however, it would not object to a mo- 
nopoly if it were a government mo- 


nopoly. 


_ spite of the fact that regulation of 
rates by public service commissions 
is now an old and well-understood prin- 
ciple, those who plump for government 
ownership will still refer to electric 
companies as monopolies which can 
charge what they please or do as they 
please. For instance the St. Louts Post- 
Dispatch continuously and diligently 
opposes private initiative in the utility 
business and presents ingenious argu- 
ments to support its case. In an edi- 
torial of June 20, 1946, this paper, in 
speaking of the action of the electric 
companies in opposing the spread of 
the Southwestern Power Administra- 
tion over their areas, said: “They 
wanted a monopoly of the power”; 
“they wanted to dictate the price by 
being the only possible buyer”; and 
“they would have a monopoly of the 
public’s power at their own price.” If 
anyone knows that regulatory bodies 
can fix these prices, it ought to be the 
editor of the PD. 

Those who are trying to socialize the 
electric power business are not meeting 
with unbounded success. Something is 
needed to pep up their undertaking. 
The term “monopoly” is a fighting 
word. People think of it only in con- 
nection with the bad monopolies above 
described. When experience ruled out 
the unregulated and inconvenient com- 
petition between utility companies, the 
results were so satisfactory to the pub- 
lic that few have even thought of them 
as monopolies. The good monopolies 
were largely overlooked and only the 
bad monopolies remembered. It there- 
fore becomes the mission of those who 


602 





(UM 


FAILURE OF COMPETITION IN PUBLIC UTILITY REGULATION 


would destroy the utility companies by 
establishing some kind of government 
ownership in the country, to cash in on 
the word monopoly, and try to direct 
against the companies the aversion the 
people naturally feel for bad monopo- 
lies. 


tT this time direct agents of the 
Southwestern Power Adminis- 
tration and of the National Rural Elec- 
tric Codperative Association are almost 
repeatedly using the word “monopoly” 
in addressing the public and particular- 
ly the farmers. 

An agent of SWPA, in a recent 
speech at Jefferson City before Mis- 
souri REA officials said “nobody can 
compete with these great private utili- 
ties except the Federal government” as 
though competition had never been 
ruled out by the public itself. Rural 
Electrification is the name of a journal 
published by the National Rural Elec- 
tric Codperative Association at Wash- 
ington, of which organization Clyde 
Ellis is the directing head. In an edi- 
torial in its issue of August, 1946, in 
the one short article, it describes the 
companies as “power monopolies,” 
“power trust monopoly,” “utility mo- 
nopolies,” ‘“‘monopolistic trusts,” and 
“monopolistic foes.”” One might almost 
assume they mean to say the electric 
companies are monopolies ! 


& 


Similar statements can be found in 
published documents of most any of 
the socialistically inclined persons or 
journals, They will argue for competi- 
tion or for government monopoly, 
whichever suits their purpose at the 
moment. In fact, the public ownership 
people do not actually want competi- 
tion; they are actually driving for an 
unregulated government monopoly. 
There have been three outstanding mu- 
nicipal electric systems which have been 
operated in competition with private 
utility systems in these respective cities. 
These are located in Los Angeles, Seat- 
tle, and Springfield, Illinois. In past 
years heads of these systems have 
spoken and written vigorously against 
business-managed utility competition. 
Of course each was trying to persuade 
his city to purchase the competing pri- 
vate utility, but their arguments were 
fairly based on the idea that there 
would be greater benefits to the public 
in the way of lower rates, and more 
convenience if one utility handled all 
the business. They succeeded in all 
three areas in selling the idea that the 
“yardstick” should be succeeded by the 
public monopoly. 


I’ those who wish to socialize the 
power industry really desire com- 
petition as a wholesome influence, they 
should at least in all honesty be willing 


plants are in competition where the rates are actually higher 


q “THERE are cases on record where municipal and private 


than in neighboring cities where the company has no compe- 
tition. Each competitor is afraid to go very far in reducing 
rates as it is afraid such action might stimulate a rate war. 
The limited production of each producer and the expense of 
financing and maintaining duplicate systems can operate 


against economy or low rates.” 
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to accept equalized competition. They 
are fond of comparing rates, but they 
diligently avoid mentioning the fact 
that the government-owned competitor 
gets free money and is entirely or par- 
tially exempt from taxation and that 
taxpayers pay other taxes to make up 
for the loss of utility taxes. Even under 
these circumstances, the private sys- 
tem has often been able to live and ex- 
pand. Great things were claimed for 
the municipal plant at Cleveland, Ohio, 
but, in nearly one generation, it has 
failed to absorb more than about one- 
fifth of the customers in that city. The 
private company has done the expan- 
sion. 

There are cases on record where mu- 
nicipal and private plants are in com- 
petition where the rates are actually 
higher than in neighboring cities where 
the company has no competition. Each 
competitor is afraid to go very far in 
reducing rates as it is afraid such ac- 
tion might stimulate a rate war. The 
limited production of each producer 
and the expense of financing and main- 
taining duplicate systems can operate 
against economy or low rates. 

The fact that duplication of invest- 
ment in two or more utilities in the 
same city makes for higher rates is still 
not clear to some people when they con- 
sider that two or more grocery stores, 
or filling stations, or other conven- 
tional enterprises exist side by side, and 
the competition seems to keep prices 
down rather than up, and that is done 
without other price regulation. This 
difference has been uniquely explained 
by a recent speaker in the following 
illustration : 

If a man were to come to a town of 15,000 


inhabitants planning to put in a grocery 
store, he would realize at once that there 
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were many other grocery stores in the town 
and that all he could get would be a small 
part of the total business. Because he would 
know this, he wouldn’t build his building and 
put in stocks of goods and other facilities to 
furnish groceries to the entire town. He 
would build his building and put in the type 
and character of groceries and only the 
quantity that he could market to the cus- 
tomers that would come to his store. Also if 
he could make 20 per cent on his investment, 
that would be permissible. Or if he could 
make 30 or even 40 per cent, that would be 
permissible. 

In our everyday business we teach that 
competition is a sufficient safeguard between 
merchants and other businessmen to keep 
the prices down and prevent any overcharg- 
ing of the customers, 


xX electric utility company cannot 
work it that way. If there are two 
or more electric utilities in a town, they 
expect or may be required to be ready 
to take on a customer anywhere in the 
town although they realize they cannot 
get them all. So they run their lines 
side by side down the alleys or streets. 
Either could handle all the business but 
they usually divide the customers about 
equally and each therefore has smaller 
revenues with which to pay taxes, in- 
terest, depreciation, and maintenance 
on these lines, unless the customers pay 
correspondingly higher rates. It is a 
choice between poor service or higher 
rates. 

In one fair-sized Oklahoma town 
there were once three electric utility 
companies. One drifted into receiver- 
ship and the other two were headed for 
the financial rocks. These three compa- 
nies finally ended in one ownership so 
as to do away with so much investment 
up and down the streets and alleys of 
the town and likewise to do away with 
considerable maintenance and deprecia- 
tion and taxes. 

This instance brings out a fact that 
should not be overlooked, and that is 
that there is more risk when business- 
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managed utilities are in competition. 
An investment demands a higher rate 
of interest when the risk is greater and 
this works against lower electric rates. 
Many regulatory commissions have 
recognized different elements of risk in 
fixing utility rates. In one Indiana case 
a company was allowed a 7 per cent re- 
turn because it was subject to competi- 
tion, where 6 per cent would have been 
allowed if it had not been subject to 
that risk. Regulatory commissions have 
almost universally refused to allow a 
value for good will in fixing the rate 
base of utility companies which had no 
competition because good will repre- 
sents the ability of any firm to hold its 
customers against competing firms. 

All of these facts go to show that the 
public benefits in many ways by having 
a single regulated utility company 
rather than two cr more in competi- 
tion. It also should not be forgotten 
that an electric company is always faced 
with the actual or potential competition 
of other kinds of power which larger 
customers, or those who employ me- 
chanics, may find available, such as the 
Diesel engine unit. 


- Peprqrmegeee with the government 
is not confined to electric utilities. 
A special committee of the 72nd Con- 
gress, 2nd Session, after a long investi- 
gation issued House Report No. 1985, 
“Government Competition with Pri- 
vate Enterprise,” consisting of 253 
pages, in which it relates the results of 
its investigations, and this does not 
cover competition in the power field. 
The National Association of Manufac- 
turers in 1935 published a long list of 
businesses with which government 
competes. In its report the NAM com- 
mittee stated : 


PUBLIC UTILITY REGULATION 


The large-scale competition by the govern- 
ment with private enterprise represents one 
of the most important aspects of the gradual 
disintegration of our democratic form of 
government. 


In The Saturday Evening Post of 
January 5, 1929, Samuel Crowther re- 
ported Thomas A, Edison as saying: 


There is far more danger in public mo- 
nopoly than there is in private monopoly, 
for when the government goes into business 
it can always shift its losses to the taxpayers. 
If it goes into the power business it can pre- 
tend to sell cheap power and then cover up 
its losses. 


Mr. Edison might also have added 
that, if a consumer has a complaint 
against an electric company, there are 
agencies of the government to which 
he can appeal for relief, but against a 
government bureau he can only appeal 
to the bureau that has offended him. 

From what has been said, it is clear 
that, while certain sources inveigh 
against private “monopoly” and extol 
competition, they really do not want 
competition but a government monop- 
oly. The proponents of TVA insisted 
they would not hurt the utility compa- 
nies, but instead would help them. But 
today TVA is alone and supreme in its 
area. The same happened in Nebraska, 
and in various forms is now taking 
place in the Pacific Northwest. And 
this is not merely true of the power 
business, A leaflet, The Printed Word, 
published by a firm located in Toronto 
and Montreal discusses the progress of 
the Canadian Broadcasting Corpora- 
tion (CBC) in the following terms: 

At the time it was not expected that the 
government system would push out the larger 
private stations giving the kind of programs 

which Canadians, like the people in the U. S., 

seemed to like. 

. .- But the CBC’s present policy obviously 

is to eliminate competition in the bigger 

cities. 

... It is an intolerable situation which Par- 

liament ought to correct. If it is not cor- 
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rected before all the larger stations are 
forced into obscurity, the hold of monopoly 
will be too tight to break. 


| a debate in Congress over a pro- 
posed appropriation for a Federal 
fertilizer plant that would compete with 
private plants, Senator George (Demo- 
crat, Georgia) said (Congressional 
Record, June 29, 1946, page 8054) : 
If the Federal government continues to 
move at the rate it is going—the time is near 
at hand when the great industries of this 
country will of necessity be federalized, be- 


cause independent industries cannot compete 
with the government and we will have a 


system of national Socialism, Every time a 
government factory is constructed to do what 
private enterprise can do, and is doing, it 
becomes more and more necessary for the 
government to do the whole job. 

This fact is well known by those who 
favor government competition with 
private business. Though they talk 
loudly about private trusts and declare 
for competition, they really do not want 
competition. As we said above, they 
want government monopoly and con- 
fiscation of the property of the private 
enterprise with which they would have 
the government compete. 
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Reconversion Pains 


74 g § first full year of peace has confronted the American 

economy with a series of problems that have taxed its 
powers of adaptation as they have seldom been taxed before. To 
a certain extent, this was of course inevitable. ... The readjust- 
ments that had to be made were unprecedented in their scope, 
and to some extent in their nature as well. ... 

“With full recognition of these inescapable difficulties, it can- 
not be said that the methods used in dealing with them were very 
adroit. Shortsightedness, impatience, and grave errors of policy, 
past and current, have made the transition unnecessarily slow 
and difficult and have left the economy in a more vulnerable 
position than it might have been a year and a half after the end 
of the war. The fact that the year has brought as much progress 
as it has and that the outlook is as favorable as it is must be 
credited to factors inherent in the situation and to the remark- 
able recuperative powers of our economic system, not to wise 
or skillful handling of the problems of transition.” 

—Excerpt from “The Guaranty Survey,” 
published by the Guaranty Trust Com- 
pany of New York. 
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The Truck Horse Goes 
Up a Mountain 


Common carrier for radio, and now television, the 
telephone company builds coaxial highway up Mount 
Wilson—yesterday alone with the stars. 


By JAMES H. COLLINS* 


NCE upon a time—geologic time 
—the mills of the gods ground 
out a California mountain, 
overlooking a plain, where a city was 
to rise. 
Red men came—prehistory—and 
paid no attention to the mountain. 
White men came—history—still, for 
a hundred years the mountain was 
ignored as the city rose. It lacked even 
a name. 
A railroad company got it for build- 
ing railroad, and waited for a customer. 
A venturesome pioneer bought the 
top, built a hotel, and a toll road to reach 
it, and leased a site for a famous ob- 
servatory which was named after the 
mountain, by then christened for an 
early pioneer. 
And so Mount Wilson often got in- 





*Business editor and author, Hollywood, 
California. 
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to the news in connection with astro- 
nomical discoveries. But still it was 
rather remote, even from Los Angeles 
which had grown upat its feet. 

Then, suddenly invention caught up 
with Mount Wilson, and engineers 
came scrambling up the sides. 

Television ! 

The mountain’s 5,886 feet made it a 
natural site for broadcasting stations, 
and a dozen television companies 
wanted locations. 

There would be a wait while the Fed- 
eral Communications Commission held 
hearings and decided who should have 
the limited number of channels. 

Meanwhile, the truck horse of radio, 
television and communications general- 
ly, came up the mountain because pres- 
ently there would be work for him. 

That truck horse is the Bell Tele- 
phone organization. 
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It was called upon to haul sound pro- 
grams across the continent as soon as 
broadcasting grew beyond city suburbs. 
So, it would be in demand to haul sight- 
and-sound programs when available. 

It happened that equipment was 
ready for hauling television cargo over 
continents, and around corners, and up 
mountains. 

Or did it just happen? 


ee television was limited — as 
everybody knows — by being 
beamed in a straight line like sight it- 
self. It would go to the horizon and leap 
off into nowhere. A mountain stopped 
it. 

Something that would carry sight- 
sound programs on a wire was the 
thing needed, and presently telephone 
people were talking about a new device 
that had a new name — the coaxial 
cable. 

With this cable they would not only 
bring television across the continent, 
but other communication as well. 

And with coaxial cable run up Mount 
Wilson they would do a sort of special 
delivery service on transcontinental 
programs, delivering them at the doors 
of the stations to be built up there. 
After which, the various television 
broadcasters would find ways to beam 
them from the mountain top to sur- 
rounding country, overcoming ob- 
stacles—of which there are plenty in 
this area. 

As a word, coaxial is new. 

But as a scientific development, the 
coaxial cable is at least old enough to 
vote. It appears to have been born as a 
mathematical formula right after the 
last war in the Bell Laboratories in 
New York. 

That crowded building on the water 


front, seen mostly by travelers bound 
for Europe, has long been a sort of 
maternity hospital where formulas, in- 
ventions, and other brain children are 
born, to play around, and grow up, and 
go out into the world and show what 
they are good for. 


the early days of sound broadcast- 

ing, Bell scientists began to wonder 
if they could transmit a million-cycle 
frequency band—and, if so, who might 
ever want such transmission ? 

“Now we must find out if there is 
a customer willing to pay for this mar- 
vel of science” is almost a cliché over 
there. 

Theoretically, to transmit a million- 
cycle band, there would have to be a 
transmission medium or highway. It 
would have to be commercially eco- 
nomical. And there would have to be 
boosters or repeaters along the highway 
to amplify the band, preferably with- 
out splitting it up. And there would 
finally have to be terminal facilities at 
the end of the journey to sort out multi- 
ple messages into individual telephone 
channels without excessive wastage of 
frequency space. 

At that time, very little was heard 
of television, except among scientists 
who listed it as a future possibility with 
earlier priority than moon rockets. Bell 
people were thinking of telephone com- 
munication and also sound radio with- 
in the next few years. 

Study of the problem led to the con- 
clusion that such broad-band wire 
transmission could be developed as a 
practical proposition in a coaxial cir- 
cuit, which was not new but a classical 
form of circuit, dating back to the mid- 
Nineteenth Century, and the time of 
the English physicist, Lord Rayleigh. 
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Physicists and mathematicians were 
fascinated by coaxial circuits because 
they had a circular symmetry that gave 
exact mathematical solutions for ideal 
conductors. 

That is, a mathematician’s holiday. 

Going back to the 1880’s, we find 
even earlier beginnings of this device, 
in the long-forgotten Battle of Lower 
Manhattan. 


 Ipemqperngey was then done with 
one pair of bare wires for each 
message. Lower New York had become 
a maze of poles and wires, hampering 
firemen, and there was a public outcry, 
“Put the telephone wires  under- 
ground.” Nobody was more eager to 
do that than the telephone engineers, 
but it was a trick they had not learned 
to do. 

Underground, the wires would have 
to be insulated. And no effective insula- 
tion had been found, among the many 
complex wrappings of heavy paper, 
fabric, and whatnot that had been 
tried. 

Almost accidentally, it is said, some- 
body tried ordinary porous newsprint. 
That did the trick, and still does it, the 
insulation being found in the air spaces 
of the porous paper. Such paper 
wrapper “pairs” were soon packed 
away in underground telephone cables, 
and the public sought another battle- 
ground. There was the fight between 


direct and alternating current, for ex- 
ample, with champions Edison and 
Westinghouse. One of the fifteen de- 
cisive battles of the electrical world. 

Then came long-distance telephony, 
through cables, marvelous in its day, 
when Ed could talk to Jim, from New 
York to Chicago. “You sound right 
around the corner—how is the weather 
out there?” they said, and maybe 
closed a deal for neckties. 

Up to the time sound radio trans- 
mission was wanted, these marvels 
were accomplished with about 3,500 
cycles. 

Speech goes back to the dawn of 
things and marked the turning off of 
Man into a bypath away from other 
animals. 

To Man, a tremendous advance. But 
to a physicist, or telephone engineer, 
just a limited band of gutterals, grunts, 
squeaks, and overtones, to be carried on 
a telephonic pushcart. 


wee instrumental music had to be 
transmitted, with higher and 
lower tones of oboe and tuba, and the 
complexities of harmony and counter- 
point, the range was increased to about 
8,000 cycles at first, and then went 
higher, as greater fidelity was attained. 

Then came FM—frequency modula- 
tion—in sound radio, and for that the 
FM engineers demanded 15,000 cycles. 
Telephone engineers are of the opinion 


= 


“EARLY television was limited—as everybody knows—by 
being beamed in a straight line like sight itself. It would go 
to the horizon and leap off into nowhere. A mountain 
stopped it. Something that would carry sight-sound pro- 
grams on a wire was the thing needed, and presently tele- 
phone people were talking about a new device that had a 
new name—the coaxial cable.” 
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that good transmission may be had with 
less ; which amounts to a possible argu- 
ment between carrier and shipper. 

Followed by television in black— 
2,000,000 cycles. And color television 
—8 to 10,000,000. 

The telephone “pair” with its paper 
insulation has been left behind, even for 
some uses in telephony. 

It carries a dozen simultaneous mes- 
sages, where the coaxial system will 
now carry 480, and in future will carry 
even more. With the rapid growth in 
toll telephone, people waiting last 
Christmas up to ten hours for a chance 
to talk between Los Angeles and New 
York, that kind of equipment is ready 
to pay dividends, regardless of when 
television is ready. 

The traditional “pair” is insulated by 
the air in the cellular spaces of soft 
paper. 

And air also insulates in the coaxial 
system. There is more of it, a single 
copper wire being suspended in a tube 
about the diameter of a large lead 
pencil. The suspension is attained by 
carrying the wire on plastic insulating 
disks, spaced three-fourths of an inch 
apart. . 

Derivation of coaxial—the wire and 
the tube have the same axis. 


I* a typical coaxial cable, six of these 
tubes, the “coaxials,” are grouped 
in a circle around twelve “maintenance 
wires,” paper insulated, put there for 
alarm and maintenance purposes. 

Around this assembly there is a paper 
core wrap. 

Then a circle of “pairs” for short- 
distance telephony. 

And around that a lead sheath. 

Reinforced with layers of thermo- 
plastic. 
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Then a corrugated copper jacket for 
lightning protection. 

And, finally, an outer protection of 
asphalt-impregnated cloth. 

Transmission over this complex as- 
sembly is still effected by a wire, as was 
Alexander Graham Bell’s first message, 
but after that, it rockets off into a world 
that Bell would have found absorbing, 
though maybe rather strange. 

Instead of his return wire, coaxial 
uses one tube for transmission in one 
direction, and a separate tube for the 
return. 

Coaxial pairs may be used for other 
circuits, or as spares, or as stand-bys 
while working coaxials are in trouble. 

They can carry multiple telephone 
messages by the hundreds on slightly 
more than 2,000,000 cycles. 

Suitably equipped, a single coaxial 
can carry one-way television. 


jean before the word “coaxial’’ 
was coined, the circuit had been 
adapted to low-frequency submarine 
telephony — one of the earliest being 
that from Los Angeles harbor to Cata- 
lina island. 

It had been used at radio frequencies 
for antenna "leadins,” with larger air 
insulation. 

But using coaxial circuits for broad- 
band long-distance transmission was 
something different, and Bell scientists 
undertook a broader study of a complete 
coaxial system for that kind of service. 

One of their first investigations was 
to determine experimentally how nearly 
a physical coaxial circuit could be made 
to approach theoretical performance. 
They installed a rather large coaxial 
line, about two miles long, at a test sta- 
tion near Phoenixville, Pennsylvania, 
in 1929, Measurements of various 
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Coaxial Cable 


me iy [coaxial cable] appears to have been born as a mathematical 
formula right after the last war in the Bell Laboratories in New 
York. That crowded building on the water front, seen mostly by travelers 
bound for Europe, has long been a sort of maternity hospital where for- 
mulas, inventions, and other brain children are born, to play around, and 
grow up, and go out into the world and show what they are good for.” 





kinds showed that performance could 
match theory with remarkable ac- 
curacy. 

Then a machine was set up in New 
York to produce various types of ex- 
perimental coaxial cable, and that led 
to experimental production by Western 
Electric. 

In 1937, the Bell company built a 90- 
mile, 2-conductor coaxial from New 
York to Philadelphia, using it largely 
for test purposes, it being designed for 
240 telephone circuits. In 1939, a 4- 
conductor coaxial was installed be- 
tween Minneapolis and Stevens Point, 
Wisconsin. 

Then the Philadelphia coaxial was 
extended to Washington, and, after the 
war pause, plans went forward for a 
transcontinental coaxial which was ex- 
pected to reach El Paso by the end of 
last year, and be completed to Los 


Angeles in the latter part of 1947. 

Next Christmas, if Jim wants to 
talk from Los Angeles to Ed in New 
York, there will not only be no wait, 
but the telephone company will be 
actively soliciting that kind of business. 

Because from Phoenix to Los 
Angeles there will be eight coaxials, one 
pair equipped to take care of present 
traffic with 252 circuits, another pair 
for stand-by purposes, and four more 
for growth. 


‘ee Los Angeles telephone engi- 
neers are intent upon the problems 
involved in this kind of construction. 

One 15-mile section of the cable has 
to be buried in the ground, and 225 
miles more carried in existing under- 
ground duct. 

This is to protect the cable against 
temperature changes, to which coaxial 
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is particularly susceptible. High or low, 
coaxial stands up to its job in western 
deserts or below zero, so long as the 
temperature is constant. It is the fluctu- 
ations that have to be guarded against. 

In soil, the cable will be plowed in 
at least 30 inches, with hand trench- 
ing in some places where the ground 
is rocky. Where floods or erosion set 
up hazards, it may go down as far as 
10 feet. 

At some points, generally in the city, 
crossing streams on bridges, where the 
sensitive cable is exposed, engineers are 
developing special protection to main- 
tain constant temperature. These offer 
scope for originality, as may be illus- 
trated by one proposal for crossing a 
downtown bridge, with the cable 
housed in a tube either insulated against 
temperature changes, or kept at a con- 
stant temperature by circulation of 
fluid. 

It was suggested that, as this bridge 
is near a large brewery, the fluid might 
be beer, transported for the brewery. 
That was referred to a committee, to 
investigate temperature ranges affect- 
ing the flavor, head, kick, and other 
factors that make beer marketable. 

The problem is still in committee. 


“ [°° compensate for temperature 


variations that will occur, special 
narrow band pilot frequencies are in- 
cluded in the coaxial frequency band 
regularly transmitted. The pilot fre- 
quencies are sent out initially at fixed 
volume, and control stations automati- 
cally measure their levels. If deviations 
are found to exceed a predetermined 
amount, all circuits are automatically 
adjusted. 
A very small amount of moisture 
would put coaxial circuits out of com- 


mission, so, besides the copper sheath- 
ing and thermoplastic covering, the 
cable will be maintained under gas pres- 
sure. Nitrogen is the chosen gas, being 
inert and relatively cheap. Gas also af- 
fords a means of detecting breaks in the 
sheathing, for a leak will lower gas 
pressure, sounding an alarm. By mak- 
ing accurate pressure measurements at 
a number of points along the line, and 
plotting a curve against distance, the 
leak can be run down. Also, the gas 
pressure, around 9 pounds per square 
inch, will keep out water pressure for 
some time if it is lower than the gas 
pressure. 

Lightning damage is a hazard, great- 
ly reduced by the copper jacket and the 
plastic insulation between that and the 
lead sheath. 

Corrosive soils are another hazard 
—minimized by the copper jacket. 

Gophers, rats, and other rodents have 
teeth that are constantly growing, and 
have to be kept ground down by gnaw- 
ing. Lead sheathing has always been a 
good abrasive, in their view, but copper 
will be something else. 


S TILL another hazard familiar to tele- 
phone men is the husky laborer, 
digging a ditch or post hole, who drives 
his pick into a cable. 

That will be an astonished laborer, 
if it happens to coaxial, because instead 
of the lady-like currents used in teleph- 
ony, this will be 60-cycle commercial 
power, taken from utility companies. 

The commercial power will be taken 
at large attended stations in Los 
Angeles, White Water, and Blythe. 
Emergency power facilities will pro- 
tect the line in case of interruptions. 

At the booster stations, repeaters 
(amplifiers) will be installed, each am- 
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plifying the entire frequency band 
transmitted in its coaxial. Each re- 
peater will be hermetically sealed in a 
copper box, designed so the whole am- 
plifier may be readily plugged in or re- 
moved. Each repeater provides three 
stages of amplification, with two tubes 
in parallel for each stage, either tube 
being capable of carrying the entire 
load if its mate fails. 

The building program for the Los 
Angeles section of the coaxial line in- 
cludes 32 structures, ranging from a 
special 4-story building in the city, to 
small booster stations along the line, 
spaced about 8 miles apart. These will 
be constructed of hollow masonry and 
insulation, to avoid temperature varia- 
tions inside. 


N the Colorado river, two cables will 
be sunk 6 feet below the river bed, 
and about 100 feet apart. Both will be 
in service, with either capable of carry- 
ing the full load in case the other fails. 
The sinking will be done by a diver, 
operating a water jet. Both ends will 
be anchored in concrete blocks on the 
banks. Through “flash flood” country 
along the river, the cable will be sunk 
2 feet lower. 

Entirely separate, to take over radio 
or television programs that arrive from 
the East, or originate in the Holly- 
wood broadcasting stations, is the cable 
running to the top of Mount Wilson. 
The incoming program may be a presi- 


dential message, a soap opera, a comedy 
program with a 24.7 Hooper rating— 
or a singing commercial. 

No matter—to the telephone engi- 
neer it is all pay load. His not to ask 
about value, but to carry it intact up the 
mountain, and turn it over to the con- 
signee. At the top of the mountain, 
there will be a building, the terminal 
for communication service of all types 
required by the television and fre- 
quency modulation broadcasting sta- 
tions that will also be built up there. 

Television programs will go up the 
mountain underground, by coaxial 
cable, and also through the “ether,” by 
microwave radio. That is, if the broad- 
casters want them carried that way. 
The sound will go by cable, and the 
pictures will be beamed. 


Te other day there was a rehearsal 
with a 7-foot, 4,000-megacycle 
parabolic reflector which flashed sight 
and sound from Los Angeles to the 
mountain top. The Don Lee television 
system, active in television, and regu- 
larly broadcasting for several hundred 
receivers owned in its area, went to an 
airport, caught the activities there in its 
cameras, and had the telephone com- 
pany transmit the results to its televi- 
sion transmitter on top of Mount 
Wilson. 

Jim got off a plane. Ed met him. 

“How’s the weather in New York?” 
asked Ed. 


e 


“TELEPHONING was then [1880] done with one pair of 
bare wires for each message. Lower New York had become 
a maze of poles and wires, hampering firemen, and there 
was a@ public outcry, ‘Put the telephone wires underground.’ 
Nobody was more eager to do that than the telephone en- 
gineers, but it was a trick they had not learned to do.” 
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“Couldn’t be finer,” said Jim, and 
that was faithfully relayed to the 
limited audience which, in a few years, 
is expected to grow to thousands. 

The parabolic reflector, a war radar 
device, focuses beams of energy in a 
long narrow cone toward a target like 
the mountain top. 

As the stations are built up there, 
ordinary telephone traffic will develop 
in a large volume, and for that there is 
underground telephone cable. 

Then, when FCC approval is ob- 


tained, the mountain top will probably 
have one of the mobile radiotelephone 
transmitters enabling Ed and Jim to 
keep track of things while motoring. 

Ben Franklin was seventy years old 
before white men came to the foot of 
this mountain. 

Ben Franklin had been dead seventy 
years before it got a name. 

Ben Franklin would certainly have 
enjoyed the doings up there, because, 
despite their technical complexity, they 
all go back to his kite. 








The Most Pressing of the Four Freedoms 


4 P EOPLE in all countries are today seeking economic security. 

People will sacrifice other forms of freedom to attain 
freedom from want and fear of want. When individual security 
is endangered, people look to collective security. Thus, people 
in different countries are looking to various forms of experi- 
ment in socialization to attain security. This is but natural since 
in many countries the whole economic processes have been com- 
pletely disrupted, and it is only through government that the 
economic life of the country can be reconstructed. We must 
recognize that a considerable degree of socialization is not 
necessarily inconsistent with the preservation of the basic per- 
sonal freedoms in which we fervently believe. 

“The degree of socialization, however, is still to be deter- 
mined, and there can be no doubt that our example will affect 
the political and social movements in many countries. I am 
Speaking, of course, of those countries where the will of the peo- 
ple is still permitted to find expression. The success we attain 
tn developing a stable and expanding economy in this country 
will influence the trend of opinion abroad. So far, since the 
end of the war our example has not been encouraging. From 
abroad our economic and social life appears chaotic with our 
series of strikes and with our price inflation.” 
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—W. AveERELL HARRIMAN, 
Secretary of Commerce. 
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Can Regulation Make Utility 
Investment Attractive? 


Part II. 4 Suggested Criterion of Consistency 


Even today when earnings are the highest in years, 
confidence in utility industry needs regulatory restora- 
tion and assurance. 


By WALTER J. HERRMAN* 


attention was directed to the prem- 

ise that if there was only one cor- 
rect “total return” for a given utility 
company, the amount should not fluc- 
tuate with the rate base used in its de- 
termination. It was also suggested, 
where different answers were obtained, 
that this was most probably due to the 
multiplication of a “base” and a “‘rate”’ 
which were unrelated in an economic 
sense. It was pointed out, for example, 
when current capital costs were applied 
to prior investments made at a differ- 
ent price level, that it was impossible to 
reconcile the resulting answer with that 
obtained from any other rational com- 
bination of rate base and rate of re- 
turn. In this concluding section, the au- 
thor offers a suggested approach which 
should normally produce a consistent 


c: the first section of this discussion, 





*Rate analyst, Commonwealth & Southern 
Corporation. 
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over-all result regardless of the rate 
base used. 


Variables Affecting Income on 
Investment 
” examining the income received on 
an investment, it is recognized that, 
in addition to the many diverse and im- 
measurable “internal”. variables which 
surround each individual enterprise, 
two external variables exist whose in- 
fluence runs uniformly through the 
fabric of all business. These two basic 
factors are both money factors: The 
first measures the price paid for money, 
the second, its purchasing power in 
wages and commodities. 

A bondholder, who contracts to lend 
money at a given rate, protects himself 
against fluctuations in that rate for a 
given period, but may either lose or 
gain in respect to his real income be- 
cause of changes in money values. A 
stockholder, by contrast, is not pro- 
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tected by any contractual rate, but, 
since equity values tend to reflect money 
values in an inverse ratio, it is quite 
possible for his dollar income to in- 
crease even though current dividend 
and interest rates may be decreasing. 
During a normal business cycle the net 
effect of these two components may be 
an approximate offset. However, when 
prices move in one direction or another 
for a longer period, the cumulative ef- 
fect of such changes ordinarily domi- 
nates, increasing or decreasing the dol- 
lar return so that “real’’ income tends 
to more nearly preserve its original re- 
lation to the original investment. 


ig the determination of what is a 
“fair” income on utility invest- 
ments, changing price levels have here- 
tofore been reflected in the rate base, 
whereas changes in current money rates 
have been reflected in the rate of re- 
turn. As pointed out in the previous sec- 
tion of this article, the logical mathe- 
matical process which follows is the so- 
called fair value—current return ap- 
proach. The claimed infirmities of this 
method, which have caused some com- 
missions to abandon it in a search for 
something simpler, are well known. 
Where reproduction cost was used as a 
basis, the procedure has indeed been 
complicated, controversial, and time 
consuming ; where certain other meas- 
ures of present value are employed, the 
old error of reasoning in a circle was 
introduced.! Nevertheless, in turning 
to the alternate bases of original cost 
and prudent investment, we rid our- 
selves of procedural infirmities only to 
fall into a more serious error of prin- 


1The use of “trended” values, based on 
standard price indices, is probably the most 
simple and straightforward approach to a de- 
termination of fair current value. 


ciple. As already indicated, a simple 
current rate of return, predicated on 
comparative current costs of capital, 
and thus applicable to current value, 
cannot properly be applied to an in- 
vestment made at price levels which 
are at variance with such current con- 
ditions. 

The question therefore arises—what 
is a proper rate of return to use in con- 
junction with costs (either original 
costs or acquisition costs) as of dates 
prior to the date of inquiry? 


A Suggested Criterion of Consistency 
—— experts, in answer to this ques- 
tion, have argued that the cost of 
capital, which actually existed as of the 
date of the investment used as a rate 
base, is the return which should be al- 
lowed thereafter. The foundation of 
this argument is laid primarily on a 
consideration of comparative risks, and 
runs somewhat as follows: that capital 
placed in a utility venture was immo- 
bilized for a long period, that the initial 
risk was great, and the initial return 
accordingly high. At this stage, the 
venture had before it the alternatives 
of success or failure, like every new 
business. Consequently, since the in- 
vestor was not protected against loss, 
he should be entitled to the fruits of 
success, if success were achieved, 
through a continuance of his original 
high rate of reward, regardless of im- 
proved current market appraisals of the 
now seasoned enterprise. ° 
Careful examination of this original 
cost of capital theory reveals that, while 
it is likely to be more nearly equitable 
than the use of current return (in deal- 
ing with investment), it is probable 
that this approach contains only a par- 
tial reflection of all the factors in- 
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volved. It occurs to the writer that a 
more objective answer should be avail- 
able from a consideration of the cur- 
rent earnings of yardstick companies 
on their original investments. If the 
purpose, as expressed in our opening 
paragraphs, is to attract utility capital 
on a parity with other industries of 
comparable risk, is it not necessary that 
the utility investor obtain a year-by- 
year return comparable to that which 
he would receive on other similar in- 
vestments made at the same time ? Such 
a return would automatically reflect 
compensation for both initial and con- 
tinuing risk, in addition to providing 
an equally automatic reflection of the 
purchasing power of the currency in 
which the return is expressed. The for- 
mula would be as follows: 
Proper Earnings of Utility Company 
are to 
Historical Investment of Utility Com- 
pany as 
Recent Earnings of Yardstick Com- 
panies are to 
Historical Investment of Yardstick 
Companies 


enn. if the company or 
companies used as criteria showed 
average earnings of $10 a year during 
a recent period selected for review, on 
an investment of $100 made during 
say 1920-1925, then a utility company 
should earn a similar rate of return on 


e 


a like investment made during the same 
period. Thus, as earnings of industry 
in general expand or contract because 
of fundamental longer-term economic 
changes, the utility industry will tend 
to keep in step. Furthermore, this cor- 
relation will in large part be achieved 
by natural forces, necessitating only 
minimum adjustments in rates as such.® 

Within the framework of the above 
procedure, we find two consistent ele- 
ments making up total compensation— 
historical investment and current earn- 
ings on historical investment. In fact, 
under this broad formula we may in- 
clude as a rate base original cost, pru- 
dent investment, and even current 
value, just as long as we combine any 
particular base with a consistent rate 
of return. That is to say, if we wish to 
use prudent investment, the rate of re- 
turn must be predicated on the current 
earnings of investments in yardstick 
companies made as of the date of the 
investment under consideration. If we 





2In a free market, there is a frequent tend- 
ency for prices to exaggerate and run ahead 
of actual earnings. Thus the ratio of earnings 
to price may decrease as earnings increase and 
increase as earnings decline. When this condi- 
tion maintains, and such ratios are used as a 
measure of return on utility investment, the 
effect is to reduce utility earnings as earnings 
of industry in general are rising and to increase 
utility earnings when business in general is 
poor. By contrast, the use of yardstick earnings 
related to yardstick investment tends to co- 
drdinate utility earnings with the earnings of 
business in general. 


“IN examining the income received on an investment, it ts 
recognized that, in addition to the many diverse and immeas- 
urable ‘internal’ variables which surround each indwidual 
enterprise, two external variables exist whose influence runs 
uniformly through the fabric of all business. These two basic 
factors are both money factors: The first measures the price 
paid for money, the second, its purchasing power in wages 


and commodities.” 
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desire to use present fair value as a 
base, the rate of return will be predi- 
cated on current earnings related to 
current investment (market price) so 
that the fair value formula (see page 
541, April 24th issue of PuBLIc 
Urtitities ForTNIGHTLY) then be- 
comes a special case of the more gen- 
eral principle. 

Most important, this thesis appar- 
ently serves at long last to reconcile 
completely the various philosophies 
which have plagued our regulatory 
processes for so many years. It is in 
harmony with the criterion of ade- 
quacy—the earnings of other repre- 
sentative companies—endorsed by the 
great majority of courts and commis- 
sions. That criterion, when properly 
applied, is fair, practical, and squares 
with the economic facts of life, It is 
fair because it places the utility in- 
vestor on a parity with investors in 
other industries ; it is practical because 
the results should permit the utility in- 
dustry to compete with other industries 
for new capital. It is in accord with 
economic principles because it takes the 
element of return out of the realm of 
expediency and sets it on a firm footing 
independent of the course of prices. 


Application of Proposed Criterion 


6 Bun writer is under no misappre- 
hensions that the proposed for- 
mula, however straightforward in prin- 
ciple, will serve to eliminate the com- 
plications of the problem of return. 
Unfortunately for those who like to 
solve their problems with a minimum 
of effort, the fact is that fluctuations in 
the value of money are always a major 
investment consideration, and must be 
recognized accordingly in the competi- 
tion for capital between industries. The 
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suggested formula, at its least, affords 
such recognition of the facts, and in 
so doing provides the investigator a 
choice of nonconflicting procedures all 
leading to the same end result. 

There is no need at this time to re- 
view the techniques of the well-worn 
and much abused application of current 
capital costs to current values. Pre- 
sumably, if there is an honest desire, 
current values can be determined sim- 
ply and with reasonable accuracy by 
the use of price trends, and, when so 
determined, the economic merits of this 
method cannot be controverted.® 

Let us examine, alternatively, the 
possibilities and practicalities of an his- 
torical cost rate base, using a rate of 
return predicated on current earnings 
of yardstick companies related to their 
historical investment. 

A first prerequisite is the selection 
of yardstick companies. Presumably we 
cannot use utility companies in such an 
analysis, because it is the general level 
of utility earnings that we are en- 
deavoring to determine.* Thus we must 
look to the earnings of companies in 
nonregulated fields — industrial and 
fiscal companies with relatively con- 
sistent earnings and dividend records. 
Such companies will normally enjoy 
low capital costs, and therefore should 

3 In accepting current property values based 
on trended book costs, the Ohio Public Service 
Commission, in its order in the Cleveland Elec- 
tric Illuminating Company Case, stated that it 
found nothing in the evidence to indicate that 
“reproduction cost is unsound or unreliable as 
a measure of present fair value.” (Page 9 of 
commission order, dated January 27, 1947.) 

*If the attraction of capital to the industry 
at low cost is an objective of regulation, the 
problem cannot be localized with respect to 
one single company. Each rate case decision 
affects general investment attitudes toward all 
utilities as a class, although the impact is of 
greater significance i in the immediate jurisdic- 


tion and of maximum import to the specific 
company involved, 
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“Fair” Income on Utility Investment 


“—- the determination of what is a ‘fair’ income on. utility in- 

vestments, changing price levels have heretofore been reflected 

in the rate base, whereas changes in current money rates have been 
reflected in the rate of return.” 





provide a measure of the minimum re- 
turns anticipated by corporate in- 
vestors. 


Ben next step is to relate the cur- 
rent earnings of companies of this 
character to prior year investments 
which made these earnings possible. 
Carried to its ultimate conclusion, this 
problem necessitates an allocation of 
total current earnings to each prior 
year’s investment and a determination 
of separate ratios for each such pair of 
items. It is pertinent, in this connection, 
to inquire why and to what degree to- 
day’s earnings on an investment made 
in 1945 will ordinarily differ from those 
on a like dollar investment made in the 
year 1935. All other considerations be- 
ing equal, the basic answer to this ques- 
tion seems to be that the two invest- 
ments purchased different quantities of 
physical facilities because of variations 
in the price level. This general princi- 
ple holds whether the investment is 


made by the corporation itself in plant 
additions, or by an individual investor 
through a purchase of the securities of 
a corporation. 

It follows from the above that a 
synthetic current rate of return applica- 
ble to past years’ investments could be 
derived by adjusting the current return 
on current investments by the differ- 
ence in price level between the present 
and the date under consideration. For 
example, if today’s purchasing power 
of the dollar is taken at unity and on 
that basis had a purchasing power of 
say $1.50 in 1935, and the return on 
capital calculated on the basis of recent 
earnings and prices is found to be 5 per 
cent, then the adjusted current return 
on an investment made in 1935 would 
be 5 per cent multiplied by 1.50 or 7.5 
per cent. Note that, if this latter per- 
centage is applied to an investment of 
$100 made in 1935, the result of $7.50 
is identical with that which is obtained 
by applying today’s rate of return of 
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5 per cent to the current valuation of 
the 1935 physical facility. No simpler 
proof could be given of the thesis that 
methods need not control results if the 
elements entering into the methods are 
properly consistent, each with the 
other. 

In actual practice, it is probable that 
current earnings on prior years’ invest- 
ments in any given company or group 
of companies will not be as accurately 
related to price levels as this synthetic 
procedure would indicate. It is reason- 
able to believe, however, that a careful 
analysis of corporate investment and 
income, made for a cross section of in- 
dustry over a long period and averaged 
out so as to eliminate cyclical variations 
in both earnings and prices, would in- 
evitably reflect this fundamental con- 
sideration. Such a study, once prepared, 
should be generally applicable as a yard- 
stick of earnings for all nonregulated 
industries. 


Adequate Earnings Based on Sound 
Regulation Needed to Maintain 
Investor Confidence 


bbw entire question of compensa- 
tion to capital has especial signifi- 
cance at present because of the tremen- 
dous financial requirements of the util- 
ity industry that are indicated for the 
next several years. According to a re- 
cent estimate published in Electrical 
W orld, the demand on the electric util- 
ities in 1950 will be approximately 
65,000,000 kilowatts, requiring ex- 
penditures for new construction during 
the next few years of approximately 
six billion dollars. This is equal to more 
than one-half the entire capital con- 
struction in the previous two decades 
totaling approximately eleven billion 
dollars. Of this latter amount over six 


billion dollars was obtained from new 
capital funds and something less than 
five billion dollars was provided from 
depreciation reserves and surplus. The 
article in Electrical World points out, 
however, that of the six billion new 
cash, almost 90 per cent came into the 
industry during the period prior to 
1933—with only 10 per cent coming 
in since that time. The conclusion is 
of course plain—capital flows where it 
expects an adequate compensation, and, 
if that expectation is curtailed or re- 
duced in proportion to the possibilities 
elsewhere, the flow is reduced accord- 
ingly. 

Even though circumstances made it 
possible for utilities to finance new fa- 
cilities in recent years largely from de- 
preciation reserves and surplus, it is 
this writer’s opinion that a more con- 
servative course would have been to 
have used cash generated by existing 
plant for the retirement of debt and to 
have built new plant with new cash pro- 
cured by the sale of equity capital. If 
such a program had been pursued in the 
Thirties and early Forties, the entire 
industry would be in far better shape 
today to meet its impending obligations. 
As is well known, the attitude of the 
investing public toward utility securi- 
ties made the sale of new common stock 
a practical impossibility. 


Rees today, when earnings are 
higher than for many years, con- 
fidence in the industry is not yet re- 
stored, particularly as to those com- 
panies subject to agencies in which the 
regulatory philosophy is known to be 
restrictive. It is interesting to observe, 
in this connection, that many of the 
commissions which are committed to 
a cost basis of valuation have taken 
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cognizance of the situation by “judg- 
ment” adjustment to more practical 
levels of rates of return calculated un- 
der presently accepted methods. The 
suggestion is offered that the use of a 
rate of return which is always properly 
consistent with whatever rate base is 


selected would produce results not 
greatly different from these judgment 
estimates, but having a solid factual 
foundation, equitable to all parties and 
reassuring to investors upon whom the 
future growth of the industry is de- 
pendent. 





The Carrot and the Stick 


7” the London Economist, issue of June 29, 1946, appeared an editorial 
from which these excerpts, while addressed to the British scene, are 
pertinent to conditions here: 

“It is fashionable at the moment to argue that the carrot is the more 
important of the two: ‘incentive’ is the watchword, and all classes of 
the community are busy arguing that if only they are given a little bit 
more in the way of incentive (at the expense of the rest of the com- 
munity) they will respond with more activity. From miners to company 
promoters, the basic argument is the same. .. . It may be true that one 
reason why people will not work hard is that they can buy so little with 
their wages. But it is much more true that they will not work because the 
fear of the sack has vanished from the land and because the bankruptcy 
court is a depressed area. . If an active and progressive economy is 
to be founded on the frailties of human nature, both (the carrot and 
the stick) are needed. 

“But the whole drift of British society for two generations past has 
been to whittle away both at the carrot and the stick, until now very 
little of either is left. . .. Commercial success itself has been turned, in 
the eyes of wide circles of society, into a positive disgrace. There is a 
conspiracy of labor, capital, and the state to deny enterprise its reward. 
The state takes it away in high taxation... . The trade unions... will 
permit labor-saving devices only provided that they do not in fact save 
labor. Nor is the attitude of organized capital any better... . The indus- 
trialist who discovers a way of making better things more cheaply 
(which is what he is sent on earth to do) is deprived by the state of 
all pecuniary return and by his own colleagues of any social reward. In- 
stead of a carrot he gets a raspberry.... 

“The same process has been applied to the wage earner as well. To- 
gether with the leveling down of incomes there has gone a leveling up 
of wages. Day rates and ‘guaranteed weeks’ steadily replace payment by 
results, with the deliberate intention of ensuring that the slacker shall 
earn as much as the hard worker. The margin of advantage that a skilled 
artisan secures over an unskilled laborer ... is only a small fraction of 
what it was before the first German war. . . . The whole effect of the 
growth in strength of the trade union movement—indeed, one can say 
its deliberate intention—has been to divorce the worker’s income (or at 
least his cash income) from any dependence on the efforts he makes. 

“The stick has been whittled away no less than the carrot... . When 
full employment is added to social security, the sanction for slackness 
almost disappears; the worker knows that he is unlikely to lose his job 
and that his sufferings will be limited if he does. Moreover, there are 
already signs that the admirable principle of full employment is likely 
to be translated in practice into fixed employment, the doctrine that 
nobody must ever be thrown out of work.” 
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Is FPC Regulating Production- 
Gathering of Natural Gas? 


The Natural Gas Act makes no mention of certain related production and 
gathering phases of the business under the jurisdiction of the Federal 
Power Commission. To clarify this situation, pending proposed legislation 
in Congress would expressly exclude such activities from FPC control. 
Here is an explanation of this important regulatory controversy. 


By JOHN J. 


LITTLE more than a month ago 
the Federal Power Commis- 
sion released the drafts of cer- 

tain sections of a preliminary staff re- 
port on the natural gas industry. The 
preliminary sections were submitted to 
the industry and to state and local 
regulatory bodies for comment and 
suggestions. Among these sections, 
certainly the most controversial one is 
that dealing with the administration of 
§ 1(b) of the Natural Gas Act, which 
bars the FPC from taking jurisdiction 
over the production and gathering of 
natural gas. 

Because of the “confusion” which 
exists in the oil and gas industry over 
whether or not FPC has attempted to 
control production and gathering, this 
staff report states that, since the lan- 
guage of the act is clear, all that is 


*Of the editorial staff of Pustic Uriiries 
ForTNIGHTLY. 


HASSETT* 


needed to end the “confusion” is a 
statement of intent from FPC, clarify- 
ing the issue and setting the fears of the 
industry at rest. Suitable words to take 
care of the situation are suggested, as 
follows: 

All activities, including sales made at 
arm’s length, by those who only produce, 
gather, or process natural gas prior to its 
transportation or sale by others for resale 
in interstate commerce, are exempt from the 


jurisdiction of the Federal Power Commis- 


sion under the provisions of the Natural Gas 
Act. 


While the comments and suggestions 
of the industry and the producing states 
on this report are not yet available, it is 
known that the above-quoted language 
does not go far enough to suit oil and 
gas men, who can point to FPC argu- 
ments and court decisions considerably 
at variance with the attitude of the re- 
port. It is this very conflict, say indus- 
try spokesmen, between FPC’s avowed 
intent and FPC’s concrete action in 
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specific instances, that has caused the 
“confusion.” The heart of the question 
is whether the remedy lies in ‘“admin- 
istrative clarification” or in legislation 
by amending the Natural Gas Act. 


om the suggestions made about 
the report is one urging further 
clarification of the term “movement of 
gas for sale in interstate commerce.” 
FPC would retain the right to decide 
where production-gathering left off 
and “interstate movement” began. 
Such discretion is necessary, according 
to the report, because no standard could 
be applied in all cases. Some short 
movements, through big pipes under 
high pressure, might still be part of the 
“gathering process,” while other col- 
lection activities might be “interstate 
movement,” even though both sale and 
delivery to pipe-line buyer were com- 
pleted within the same state. FPC has 
won its way on this issue all the way 
to the Supreme Court in the Interstate 
Natural Gas Company of Louisiana 
Case, which was scheduled for argu- 
ment before the high bench late last 
month. In this case, a completely 
intrastate transaction, at arm’s length, 
between three interstate pipe-line com- 
panies and an independent gathering 
operation of another company, is con- 
sidered within the jurisdiction of the 
FPC as interstate commerce. Here the 
question is whether a standard defini- 
tion of terms can be applied, and who 
should apply it. 

Another point not touched on at all 
by the preliminary report is control 
over production and gathering activi- 
ties of companies which are affiliated 
with interstate pipe-line transmission 
firms. It is generally expected that FPC 
will subsequently release a report on 


how it will handle such transactions, as 
distinguished from its jurisdiction 
over nonaffiliate transactions. But, so 
long as FPC continues to use the 
“original cost’’ method in determining 
the price which pipe-line companies 
should pay for gas from the wells of 
their affiliates, there will always be 
doubt about the degree of control FPC 
exercises over such production and 
gathering. Two historic cases come to 
mind that illustrate this doubt. 


Rem Canadian River Gas Company 
produced and gathered gas in the 
Panhandle field in Texas, transporting 
it via its own pipe line to a connection 
with the pipe line of Colorado Inter- 
state Gas Company in New Mexico. 
Since the gas had traveled across state 
lines it was obviously subject to FPC 
regulation. But Canadian River con- 
tended that its production and gather- 
ing properties should not be included 
in the rate base that determined the 
price Colorado paid for the gas. FPC 
held that consideration of production 
and gathering activities was necessary 
properly to price the gas. On appeal, the 
Tenth U. S. Circuit Court of Appeals 
agreed with the commission on its nice 
distinction between “regulation” of 
production-gathering, and “‘considera- 
tion’’ in price-fixing determination. The 
company further appealed to the Su- 
preme Court, and met with a 5-to-4 de- 
feat, but with elaborate qualifications. 

Four Supreme Court justices held 
that FPC was acting within a proper 
interpretation of § 1(b) of the Natural 
Gas Act. Justice Jackson concurred in 
their judgment, but wrote an opinion 
of his own. In it, he said: “The com- 
mission has investigated the fiscal 
aspects of production and gathering 
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because of their bearing on the reason- 
ableness of interstate rates. I suppose 
a commission is free to take evidence 
as to conditions and events quite be- 
yond its regulatory jurisdiction where 
they thought to affect the cost of that 
whose price it is directed to determine. 
This, as I see it, is all that has been 
done here.” (Italics supplied. ) 

After thus justifying his affirmative 
vote, Justice Jackson asserted “that the 
entire rate base method should be re- 
jected in pricing natural gas, though it 
might be used to determine transporta- 
tion costs.” His objection to the rate 
base method centered on the commis- 
sion’s practice of limiting the seller’s 
piofit to 64 per cent on the original cost 
of his properties, plus other legitimate 
expenses in connection with the sale. 
Very often, the original cost of a tract 
of land, which later was discovered to 
contain natural gas or oil or both, was 
very little, in some cases nothing at all. 
Despite the increased value of such 
land after gas or oil is discovered, no 
further reflection of that value is made 
in determining the rate base. 


USTICE Jackson then pointed out the 

inequity of the rate base method: 
“The commission has put five of the 
most important leaseholds (of Ca- 
nadian River Gas Company), contain- 
ing approximately 47,000 acres, in the 
rate base at $4,244.24, something un- 
der 10 cents per acre. Three such leases 
are put in the rate base at zero. This is 


because original cost was used, and 
these were bought before discovery of 
gas thereon. The company which took 
the high risk of wildcat exploration is 
thus allowed a return of 63 per cent of 
nothing for the three leases and a re- 
turn of less than $300 a year on the 
others. Their present market value is 
shown by testimony to be over three 
million dollars.” Justice Jackson re- 
ferred to these results as “capricious” 
and “delirious.” 

It remained for the late Chief Justice 
Stone, in his dissenting opinion (in 
which he was joined by three other 
justices), to support wholly the gas 
company in pointing out the contradic- 
tion in FPC’s position. After explain- 
ing that FPC had valued the company’s 
production and gathering facilities at 
far less than their present market value, 
Chief Justice Stone concluded : “It thus 
subjected petitioner’s production and 
gathering property to the same regula- 
tion as that which the statute imposes 
upon petitioner’s property used and 
useful in the interstate transportation 
and sale of gas for resale. This, we 
think, the Natural Gas Act in plain 
terms prohibits.” (Italics supplied. ) 

Notwithstanding the badly split de- 
cision in this case above, the courts 
clung to it as a precedent when a similar 
case involving the Cities Service Gas 
Company and its producing and gath- 
ering subsidiaries was brought to trial. 
This company owned extensive pro- 
ducing gas fields in the Panhandle field 


e 


“e 


. $0 long as FPC continues to use the ‘original cost’ 


method in determining the price which pipe-line companies 
should pay for gas from the wells of their affiliates, there 
will always be doubt about the degree of control FPC ex- 
ercises over such production and gathering.” 
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in Texas, the Hugoton field in Kansas 
and Oklahoma, as well as other fields 
in the latter two states. It also owns 
and operates an interstate pipe-line sys- 
tem running from field lines to the city 
gates of more than 265 Midwest com- 
munities, large and small. In 1941, the 
company produced from its own wells 
about 43 per cent of the gas it sold, and 
bought the rest from independent 
producers, paying an average price of 
around 44 cents a thousand cubic feet 
for it. 


I* arriving at a rate base for deter- 
mining the reasonableness of the 
Cities Service Company’s wholesale 
rates, the FPC used the net prudent 
investment formula—actual legitimate 
cost, less existing depreciation and de- 
pletion, plus working capital. Carrying 
this out, FPC ordered the company to 
set up new schedules reducing rates by 
“not less than $4,445,871, as applied 
to its regulable sales for the test year 
of 1941.” The company appealed to 
the 10th Circuit Court of Appeals, 
where the commission was upheld by a 
2-to-1 vote of the justices, largely on 
the premise that earlier court decisions 
prevented judicial review of the ques- 
tion. 

In his dissenting opinion, Circuit 
Judge Phillips declared that the ques- 
tion was still open. He referred to the 
concurring opinion of Justice Jackson 
in the Colorado Interstate Case, where- 
in he stated: “. . . we cannot say as a 
matter of law that the commission 
erred in including production proper- 
ties in the rate base at actual legitimate 
cost. That could be determined only 
on consideration of the end result of 
the rate order, a question not here un- 
der the limited review granted the 


case.” Judge Phillips added that he 
thought an examination of the end re- 
sult in that case would have shown the 
rate order to have been arbitrary and 
unreasonable. By using actual figures 
taken into consideration by FPC in fix- 
ing the Cities Service rate, Judge Phil- 
lips showed that a large section of 
Cities Service Company’s own produc- 
ing fields in the Texas Panhandle were 
furnishing gas to the system and prac- 
tically giving it away to consumers. 
These fields, considered among the 
most valuable in the world, were put 
into the rate base at zero, and were al- 
lowed to return to the company only a 
nominal fraction of a mill for each 
thousand feet of natural gas reserves 
they contained. Other company re- 
serves, bought at higher original cost, 
were allowed a return of 11.4 cents per 
thousand cubic feet of reserves, more 
than twice the market price. 


hn Judge Phillips brought out 
that the FPC, in setting these 
rates, should have considered the 
language of another pertinent section 
of the Natural Gas Act. Section 6 of 
the act authorizes the commission to 
“investigate and ascertain the actual 
legitimate cost of the property of every 
natural gas company, the depreciation 
therein, and, when found necessary for 
rate-making purposes, other facts 
which bear on determination of such 
cost or depreciation, and the fair value 
of such property.” Phillips maintained 
that these other facts should have in- 
cluded the costs of exploration, geo- 
logical and geophysical surveys, drill- 
ing, and the investment of risk capital, 
all of which the company shouldered 
exclusively when it obtained leases on 
undeveloped lands and proceeded to 
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Need for Requesting Clarification 


* *N°’ would seem to be a good time to clarify the regulatory rights 

and responsibilities of the Federal Power Commission and the 

various state commissions involved in the production and gathering, 
transportation and sale of natural gas.” 





develop them. None of these facts were 
considered by the commission. And 
none of Judge Phillips’ arguments were 
compelling enough, apparently, for the 
Supreme Court upheld the circuit court 
decision by refusing certiorari. 

The Cities Service Case is also one 
in which, indirectly, the Federal Power 
Commission extended its jurisdiction, 
in the opinion of many, to an affiliate oil 
company. The Cities Service Oil Com- 
pany extracts gasoline, propane, and 
butane from part of the natural gas 
produced by the gas company. This 
extraction reduces the heat content and 
consumes some of the volume of the 
natural gas, so the oil company paid 
the gas company for the loss of heat 
value resulting from the extraction. 
The commission determined the oil 
company’s net investment in property 
devoted to this extraction process, and 
allowed a rate thereon, after operating 
expenses, depreciation, and taxes, of 
64 per cent. It decided that the excess 


of the revenues received by the oil com- 
pany, thus computed, represented ex- 
cess profits, which should be credited 
to the natural gas operations of the 
petitioner, thus in effect regulating the 
earnings of the affiliate oil company. 


} pom Phillips pointed out in his dis- 
sent that the commission had a 
right to inquire into the fairness of the 
price that the oil company paid for its 
extractions, and could have had little 
difficulty in determining the reasonable 
market value of the residuals extracted 
from the gas. Instead of doing this, 
Judge Phillips declared that the com- 
mission set the price on the basis of a 
fair return on the properties of the oil 
company—“matters which were clear- 
ly not within the regulatory jurisdic- 
tion of the commission.” There is ample 
ground here for understanding the 
“confusion” of the oil industry in such 
situations. 

Returning for a moment to the In- 


MAY 8, 1947 626 





an a oe me ealUcMlCUMMlUlUC 





KUM 


IS FRC REGULATING PRODUCTION-GATHERING OF NATURAL GAS? 


terstate of Louisiana Case, mentioned 
earlier, there is a point to be made in 
the dissenting opinion of Judge Waller, 
U. S. Circuit Court Judge for the Fifth 
Circuit. After confessing his inability 
to understand how FPC could construe 
the language of the Natural Gas Act 
to cover a transaction which took place 
completely within the borders of the 
state of Louisiana, Judge Waller de- 
clined to “make the law.” He conclud- 
ed his dissent this way: “I am unwill- 
ing to participate in writing into the 
act that which Congress expressly un- 
dertook to keep out, even if by so doing 
a better statute would result.”” His two 
confreres on the bench, however, over- 
ruled him and approved the FPC in- 
terpretation. 

Thus, in an assortment of court 
cases, and by only a bare and sometimes 
reluctant majority in each individual 
case, has the FPC position been upheld 
through a maze of concurring and dis- 
senting opinions. With the whole mat- 
ter so thoroughly up in the air, it may 
seem somewhat optimistic of the FPC 
to hope that an “administrative clarifi- 
cation” can accomplish what the high- 
est courts in our land have failed to 
accomplish. For, if the present inter- 
pretation of what constitutes “jurisdic- 
tion” over production and gathering is 
allowed to stand, there would seem to 
be only one result. The industry’s legal 
representatives are convinced that FPC 
is bound by that interpretation to go 
even further into production-gathering 
in setting interstate rates, thereby af- 
fecting more and more of the oi! and 
gas business. 


SIDE from those instances which 
have had legal repercussions, 
there has been a subtle but distinguish- 


able change in basic industry practices 
since the days before gas regulation by 
the Federal Power Commission. The 
pioneer development in natural gas 
was made by distributing companies 
which were also producers. The Se- 
curities and Exchange Commission 
once held that it was advisable for an 
interstate pipe-line company to own at 
least one-third of its total distribution, 
in order to supplement purchases, to 
supply unusual demands, and to hold 
a safe margin in reserve. The final re- 
port of the Federal Trade Commission 
on “Utility Corporations,” written in 
1935, made this statement about the 
wisdom of affiliate ownership of gas 
over-all facilities : 


The vital importance of codrdinating con- 
trol of reserves, production pipe-line trans- 
portation, and utility operation has caused 
many natural gas organizations to combine 
under a single management all of the opera- 
tions from control of acreage and reserves 
to ultimate delivery of gas both to industrial 
and public utility consumers. 

However wise this viewpoint might 
have been at the time, the subsequent 
action of the Federal Power Commis- 
sion under the Natural Gas Act has 
apparently had a very different effect 
on the practices of the industry. FPC’s 
adoption of the “original cost” thesis 
in rate base determination is turning 
present-day interstate pipe-line com- 
panies away from acquisition of such 
“safety margin” reserves, and has led 
to their concentration on interstate 
transportation only. 

Thus Tennessee Gas & Transmission 
Company, founded at the start of 
World War II, is engaged in transmis- 
sion only, as will be the Texas Eastern 
Transmission Corporation (operating 
Big and Little Inch), and the projected 
Trunk Line Gas Supply Co. (which 
will sell only to other interstate pipe-line 
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companies). What other explanation 
can be given for the lack of enthusiasm 
of these companies to obtain their own 
reserves? By purchasing all their gas 
at arm’s length from independent pro- 
ducers they obviously hope to avoid 
any complications from FPC scrutiny 
of production-gathering activities, al- 
though it cannot be said with certainty 
that the producers will avoid them. 


6 bon are several bills now before 
Congress which would amend the 
Natural Gas Act to clarify these moot 
points, among others. It is not the pur- 
pose of this article to discuss them, but 


merely to point out that Congress, ex- 
ercising its prerogative as the author 
of the act, is being aroused to explain 
its original intent. The curtain is about 
to go up on a great expansion period 
in the gas business. Now would seem 
to be a good time to clarify the regula- 
tory rights and responsibilities of the 
Federal Power Commission and the 
various state commissions involved in 
the production and gathering, trans- 
portation and sale of natural gas. If 
Congress will spell out these rights and 
responsibilities, courts may more defi- 
nitely interpret them, and the industry 
can intelligently comply with them. 





an 


aad by fall [1945], Emanuel Shinwell, British Minister of 
Fuel and Power, set a goal of 8,000,000 tons increased 
coal production for the winter. He got about 1,500,000 tons. Mr. 
Shinwell complained of absenteeism, lateness, and a general 


shortage of man power. 


“In Russia the minister might be exiled, shot, or imprisoned 
for this failure. But in that country, it is safe to assume, the 
miners don’t take the day off when there is a big horse race, 
nor do they take one week in four as vacation because they make 
as much money as they want in the first three weeks, nor do 
they get an income tax rebate for not working. Those are the 


British miners’ failings. 


“Even when such difficulties are solved, there remains the one 
of marketing the products of nationalized industries. Britain 
can’t sell them at unecomonic prices. But the Russians can and 
do. They can sell the products of forced labor far below the 


cost if necessary. 


“So the British are learning that totalitarian methods and 
democratic freedoms just don’t mix. The two were incom- 
patible in Germany and Italy and always will be in any country 


on the globe.” 


—Excerpt from Chicago Journal of Commerce. 
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The Annual Company Report 


The author believes that document to be an excellent means of 

promoting good public relations, especially in the case of public 

utility companies, and, illustrating from electric utility reports, 

makes some suggestions he thinks would be advantageous to all 
companies. 


By GEORGE KERR* 


T is pretty hard to find an annual 
I report today that has the old-style 
appearance which resembles a set 
of park regulations. Improved typog- 
raphy and the inclusion of illustrations 
were the first aspects of a report to re- 
ceive attention so that the publication 
would at least look inviting and attrac- 
tive. Thus the recipients might be 
cajoled into glancing over and even 
reading them, instead of throwing 
them into the wastebasket. Then some- 
one discovered that the report could be 
a valuable means for promoting good 
public relations. This led to devoting 
intensive thought to the editorial con- 
tent—the various subjects to be in- 
cluded in the report. 

Utilities, more than any other indus- 
try, can benefit from making the annual 
report an important part of the public 
relations program. Why? Other busi- 
nesses know their stockholders quite 
possibly may buy or use their product 


*For personal nete, see “Pages with the 
Editors.” 
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either directly or indirectly; but utili- 
ties know for certain that a large num- 
ber of their reports go to people who 
are customers of the company—peo- 
ple upon whom the company’s very 
existence depends! Thus most utilities, 
when getting up their reports, keep 
customers in mind just as much and 
even more than stockholders. 

It is not unusual to find as many as 
75 per cent of a utility’s stockholders’ 
list to be also customers of the com- 
pany. The result : Utilities were among 
the first of American business concerns 
to halt issue of reports prepared for a 
select group, envisaged as stockholders. 
No longer is the stockholder looked 
upon as some strange composite pos- 
sessing the intellectual attributes of a 
lawyer, an engineer, a statistician, a cer- 
tified public accountant, and a banker. 

A lot has been written in the past 
few years about the editorial content 
of utility reports and those of other 
businesses. A variety of ideas have been 
advanced as to what constitutes the 
MAY 8, 1947 
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ideal annual report. Great strides for- 
ward are noticeable in the way utilities 
relate the story of a year’s work and of 
their activities as good citizens wher- 
ever they do business. So much to the 
good. 


N°v for constructive suggestions. 
Some utilities do not seem to 
keep in mind, always, the audience 
they are addressing. They may not be 
taking advantage of the opportunity to 
call attention to and clarify little under- 
stood, little known, or seldom thought 
of phases of the business ; but that is in- 
formation which would be helpful to 
the companies’ public relations. 

Naturally, the utility executives who 
must shoulder the responsibility of do- 
ing the annual report are pretty busy 
with their regular work. The annual 
work is extracurricular stuff. 

For a busy utility executive, to have 
at hand for ready reference, here are a 
dozen or so items submitted with espe- 
cial thought for the benefit of custom- 
er-stockholders, most of whom, like all 
stockholders, are not very well ac- 
quainted with the utility business. 

Most utility companies are at least 
twenty to thirty years old. In the 
archives and files of these companies 
are photos of the communities served, 
as they looked in bygone years. These, 
with photos of the company’s plant and 
property in the early days as well as 
present members of the organization 
who were there “then,” can provide 
much interest in a story of the com- 
pany’s growth and progress hand in 
hand with the territory served, bring- 
ing out such facts in the case of an elec- 
tric company, for example, as: When 
electric irons were first introduced, 
there was only one day a week when 


current was available for their use, and 
lights (the only other application of 
electricity) could be turned on only at 
night, and even then only during cer- 
tain hours, etc. 

Facts like these contrasted with con- 
ditions today would impress forcibly 
upon people the value of the company’s 
service. The “before and after” tech- 
nique has always been dramatically 
effective. 


8 gs of the best ways to dispel the 
impression held by most people 
that a corporation is a “soulless entity” 
is to tell something of the “top” men, 
the management of the corporation. 
Generally these business biographies 
will show how men in key positions 
rose from the ranks. 

Realizing the public relations value 
and the social significance of the sub- 
ject, a number of the nation’s leading 
corporations are featuring in the an- 
nual reports brief stories about “old- 
timers” of the organization. Such an 
approach shows the public the corpora- 
tion is “human relations minded” 
enough to believe in giving recognition 
with photographs and textual material 
to others than the directors and “big 
shots” in the company. 

Utilities are a fertile field for this 
subject. Hardly an issue of the com- 
pany magazine appears without a story 
of one or more people receiving “serv- 
ice” pins, éetc. In addition, the pub- 
licity has considerable value, as copies 
of the report are sent to relatives and 
other friends. 

In electric utility annual reports 
the appliances at home and the ma- 
chines in the factory seem to have 
stolen the show from the lowly kilo- 
watt hour. They get all the credit and 
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THE ANNUAL COMPANY REPORT 








Use of Maps in Reports 


as gp utility companies were prevented from using maps i re- 
ports during the war. Even if a map was used last year, it 
deserves to appear again. A year is a long time for people to remember 
and, besides, new stockholders will want to see it. The scope of the 
‘company’s operations can be made doubly impressive by printing, in con- 
junction with the map, an alphabetical list of communities served.” 





the “juice” that runs them is seldom, if 
ever, given a thought; but a “What It 
Takes” section could do much to bring 
electricity, and the organization it 
comes from, into the public esteem 
it deserves. 


Mc" people, for instance, have not 
the slightest idea of the cost of 
just one generator. When they learn 
it runs up into millions of dollars, they 
are amazed and deeply impressed. The 


an electric company for illustration, an 
occupational list of the organization is 
an eye opener to most people. Here is 
an example: 


In addition to the directors, officers, and 
division managers, our company boasts of 
2,000 loyal, trained workers who are a neces- 
sary and vital part of our complex business. 
Among these 2,000 regular and temporary 
employees are: 


Drillers 

Electricians 

Electric Servicemen 
Elevator Operators 


Accountants 
Adjusters 
Advertising Men 
Appliance Repairmen 


: 3 BR. jg awe Apprentices Engineers—Civil 
time it takes to “build’’ a generator Armature Winders 7 Electrical 
(how many men working for how Attorneys 2 Hydraulic 
? < : Auditors Industrial 
many hours, etc.) also creates a strik- Automobile Mechanics . Steam 
ing impression. “Price tags” and the _ Billing Clerks ¥ Construc- 
or e tag te Bookkeepers tion 
time element are but two of the many Camp Cooks and «“ Gas 
factors which can be used to supply in- Waiters n Heating 
“ar . PP J Carpenters - Lighting 
terest and a convincing appreciation of Cashiers “ Mechani- 
the immense job that has to be done to Chemists ee cal 
ts r Clerks First-aid Instructors 
give people the service they get sO Customer Service Foremen 
effortlessly. _ Representatives Gas Fitters 
Al . hi . i . Demonstrators Gas Servicemen 
so in this direction, again taking Draftsmen Helpers 
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Purchasing Agents 


Advisers Radio Interference 
Inspectors—Electric Locators 
rs Gas Right-of-way Agents 
x Steam Salesmen 
Laborers Shipping Clerks 
Lease Men Statisticians 
Linemen Stenographers 
Load Dispatchers Storekeepers 
Machinists Tax Agents 
Meter Testers Teamsters 
“ Readers Telephone Operators 
“Installers Tellers 
Operators— Timekeepers 


Power Plant 


Tool Dressers 


Substation Truck Drivers 


“ — Gas Dis- Typists 
tribution Warehousemen 
Patrolmen—Electric Watchmen 
5 Gas Water Gaugers 
Plumbers Welders 


The annual report can do a double- 
barreled selling job: one, to sell the 
company; and, two, to sell the com- 
pany’s product. 


I, It is generally conceded to be the 

first function of the report to 
“sell” the company ; that is, to demon- 
strate that it did a good job last year; 
that the company is one of the best in 
its industry; that the product and 
services are good value; that the com- 
pany and the industry, as a whole, are 
operating in the public interest; and 
that the American business system is 
the most desirable economic system 
for the people of America. 


2, Not many years ago there were a 

few rare examples of a company 
including in the annual report a “sales 
talk” about the company’s product. At 
first considered “unethical,” in some 
circles, now, each year finds a greatly 
increasing number of reports with 
space devoted to selling the company’s 
product. 

Here, again, utilities have the drop 
on other businesses, because the large 
percentage of utility reports go to peo- 
ple who are customers, who thus are 


definitely prospects for the companies’ 
sales departments. These sales depart- 
ments, pretty well depleted during the 
war, are now being rejuvenated, and 
in many instances upon broader dimen- 
sions than ever before. 

Again taking an electric utility as 
an example, there are a number of 
methods which can be used to make the 
annual report a valuable adjunct to the 
sales department. A comparison can 
be shown (based on the average house- 
hold customer) of last year with ten 
years ago, covering the quantity of 
electricity used in a year and the 
amount paid in the year. The result 
will undoubtedly show that customers 
received : one, more for less money, or, 
two, a big percentage more for only a 
little percentage more money. 

Many utility companies were pre- 
vented from using maps in reports dur- 
ing the war. Even if a map was used 
last year, it deserves to appear again. 
A year is a long time for people to re- 
member and, besides, new stockholders 
will want to see it. The scope of the 
company’s operations can be made 
doubly impressive by printing, in con- 
junction with the map, an alphabetical 
list of communities served. 


oy memories are short-lived. 
It is said of the late William Wrig- 
ley, Jr., that he never got tired of re- 
peating that “It is desirable continu- 
ously to remind your customers that 
they bought your merchandise and 
liked it.” So it is eminently fitting in 
utility annual reports to remind people 
of the benefits and value of the service, 
as where the cost of living is up, but 
the cost of the service is down. Adver- 
tising authorities, as well as those on 
salesmanship, say the thing to do is to 
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try to find one or more points of su- 
periority possessed by a product or 
business which others do not have; and 
then to accentuate those features to the 
fullest degree. 

It pays to go through the annual re- 
port and to spot technical terms and 
phrases, either to throw them out or to 
add a few words telling “what goes on 
here” or “what it does.” The general 
reader, when encountering technical 
language, is inclined to think, “They 
must know that doesn’t mean anything 
to me, why do they put it in? Just for 
themselves ?” or “Too bad they did not 
stop to think most folks don’t know 
what it means and give it to us in a 
language we can understand.” 

A man high in the advertising pro- 
fession believes that some kind of defi- 
nition of a kilowatt hour should be in 
an electric company’s annual report, 
not just one year, but right along, year 
after year — “standard equipment”— 
just as much as the balance sheet and 
income statement. 


A= way to define a kilowatt hour 

might be to tell what it can do. 
For instance, it might be stated that a 
kilowatt hour is the quantity of elec- 
tricity used to light 10 100-watt bulbs 
for one hour—or anything else that uses 
1,000 watts for one hour, 

Other examples of what one kilowatt 
hour can do might be given. As one 
company put it: 

One kilowatt hour (price — cents) will— 

Bring you and your family twelve hours of 
music and entertainment over the radio, or 

Wash the clothes of an average family 
clean and white for two weeks, or 

Provide sight-saving light in a 100-watt 
table lamp for ten hours, or 

Keep your food fresh and safe for a full 
day in the average electric refrigerator, or 

Vacuum clean your rugs for almost a 
month. 


Another company uses this varia- 
tion: 

It is possible to make 10 cups of coffee 
and do forty-five minutes ironing and run 
your vacuum cleaner for an hour—all for 
one kilowatt hour. (It’s possible, of course; 
but it would keep the housewife pretty busy 
for that hour.) 

If, in addition to all that, the price of 
one kilowatt hour is included, attention 
is called to the extremely low cost of a 
highly valuable service, thus develop- 
ing good will. 

A number of companies are giving 
a paragraph like this a prominent spot 
in the report, such as top or bottom of 
inside front or back cover: 


It is not necessary to be a stockholder to 
have a copy of this report. We will gladly 
mail one upon request. Just write to 








President 
Send a Questionnaire 


mN increasing number of companies 
are sending along with the an- 
nual reports, questionnaires for stock- 
holders to fill out and return to the 
company (preferably to the president). 
The benefits are twofold: One, the 
company becomes directly informed 
concerning the success of its report; 
two, stockholder good will is built up 
by giving evidence that the company 
cares about what stockholders think. 

Almost without exception, the ques- 
tionnaires allow a generous space for 
comments to be written in by the stock- 
holder. 

Usually, mention is made _ that 
the company is glad to have the ques- 
tionnaire signed by the stockholder or 
not, as the stockholder sees fit. Of 
course there is considerable variety in 
the number and character of the ques- 
tions. 
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Is Economy a Legislative Act? 


HE Republican leadership of the 

House of Representatives is con- 
fronted with a serious problem, in deter- 
mining whether the mere act of cutting 
down or cutting out an appropriation for 
an administrative department is or is not 
a legislative act. Ordinarily, one would 
not think of an appropriation cut as be- 
ing an announcement of affirmative legis- 
lative policy. But when the economy ax 
bites so deeply as to eliminate the useful 
existence of a bureau or division (which 
otherwise has proper authorization) the 
question is not so easy to answer. 

Just before the Appropriations Com- 
mittee reported its recent Interior De- 
partment Bill, a serious division of feel- 
ing among Republican Representatives 
made it necessary for the leaders to hold 
a party policy meeting, in an effort to 
seal a rift between western and eastern 
Congressmen. Western Representatives, 
goaded by organized as well as unorgan- 
ized “grass-roots” protests against cuts 
in Reclamation Bureau activities, com- 
plained bitterly that the economy slashes 
of the committee, headed by Representa- 
tive Taber of New York, jeopardized the 
party’s political chances in the West. 

Reclamation work always has been 
popular, of course, in the West, because 
it has been paid for principally by tax- 
payers in the East. It was for this very 
reason that eastern and middle western 
Congressmen, led by Representative 
Jones of Ohio, dominated the Interior 
Department subcommittee, and as a re- 
sult the pending Appropriation Bill is 
giving both the Interior Department and 
the Reclamation Bureau a bad time. 

Representative Lowell Stockman (Re- 
publican, Oregon), the only far west- 


Washington and the 


Utilities 


ern member of the subcommittee, pro- 
tested to Speaker of the House, Joe 
Martin, and Majority Leader Halleck of 
Indiana, that the appropriation cuts go 
further than mere economy. It was 
pointed out that the functions of the 
power division of the Interior Depart- 
ment would be wiped out entirely. 


B” these representations did not im- 
press economy-minded easterners, 
who came right back with the suggestion 
that eastern taxpayers too long have been 
providing funds for the western “gravy 
train.” Chairman Taber also pointed out 
that, under present administration poli- 
cies, true irrigation work has been sub- 
ordinated if not sidetracked by the In- 
terior Department’s preoccupation with 
the development of hydroelectric power. 
Furthermore, this ambition of the In- 
terior Department to get into the power 
business, regardless of its distracting ef- 
fect on its primary objective—irrigation 
—was said to be all the more unjustified 
because of the failure of the government 
to put its projects on a sound business 
basis (viewed from the standpoint of re- 
turn on investment to the Treasury with- 
in a reasonable time, plus reasonable in- 
terest). Representative Taber said: 

There has been only one major dam built 
in this nation on a solid, self-supporting 
financial basis. That was Boulder dam, a 
Republican project. The remainder of these 
New Deal dams and hydroelectric power 


projects all depend on Federal, taxpayer 
subsidies to keep them going. 


As far as the objection that the econo- 
my slashes would amount to encroach- 
ment on the legislative prerogatives of 
other committees, members of the Ap- 
propriations Committee had this to say. 
They denied that mere failure to appro- 


MAY 8, 1947 634 





pnA - © et or "OO Ae 





‘UM 


WASHINGTON AND THE UTILITIES 


priate budget sums demanded by the ad- 
ministration could ever be viewed in any 
other light except the exercise of the pri- 
mary and exclusive function of the Ap- 
propriations Committee. Furthermore, 
they argued, even assuming that the 
economy cuts knock out certain bureaus 
or divisions, that is the only way the 
present popularly elected majority in 
Congress can enforce its will, against a 
presidential veto supported by a close di- 
vision in the somewhat less popular rep- 
resentative Senate. 


N other words, specific legislation to 
I wipe out such bureaus or divisions as 
the majority of Congress might view as 
unnecessary or unjustified, would get no- 
where as long as it is faced with a White 
House veto. But the President cannot 
veto an Appropriation Bill. And, there- 
fore, it is argued, the congressional ma- 
jority has no alternative except to rely 
upon its power over the purse strings to 
get some measure of Federal govern- 
ment conformity with its wishes, The 
indications were, as the Interior Appro- 
priation Bill went to debate on the House 
floor, that some of the deeper slashes 
would be restored, probably in the Sen- 
ate and perhaps to some extent on the 
floor of the House. But both Martin and 
Halleck indicated their support for the 
Taber-Jones school of thought. 

The abstract question presented is still 
causing many a veteran Congressman to 
scratch his head; namely, “How can 
Congress legislate by merely saying no?” 


¥ 
Lobby Day in Washington 


—— young men and women who 
write for reform publications and 
other uplift organizations, must have 
been sorely tried and confused when they 
tried to make head or tail of the recent 
House Interstate Commerce Committee 
hearings on the Rizley Bill (HR 2185) 
and the Dolliver Bill (HR 2569). And 
those who think that all the social and 
economic forces can be neatly catalogued 
as liberal or reactionary, black or white, 
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social or antisocial, would have quite a 
time trying to discover the righteous 
cause. 

The natural gas men, it appeared, 
would like to have the Rizley Bill en- 
acted. The Rizley Bill would keep the 
Federal Power Commission from inter- 
fering with the production and gathering 
of natural gas, would restrict its activi- 
ties to jurisdiction over interstate trans- 
mission of gas for sale, and otherwise 
curb the FPC, The coal people do not like 
the Rizley Bill. They prefer the Dolliver 
Bill. 

Along with the coal people there is an 
alliance of lobbies which includes the 
hard and soft coal mine operators, John 
L. Lewis’ United Mine Workers, coal- 
carrying railroads, and the railroad 
labor brotherhoods. The Dolliver Bill 
would broaden the FPC’s jurisdiction 
over the natural gas business so as to in- 
clude so-called “end use.” It also would 
limit the spread of natural gas to eastern 
markets. 

But to hear both sides testify, one 
would think that the ultimate consumer 
was the only one they were interested in. 
The coal men said that the Dolliver Bill 
would put an end to the “tragic waste” of 
the country’s natural gas _ resources. 
Thomas J. McGrath, attorney for the 
Chesapeake & Ohio Railroad, said there 
is only a 30-year supply of gas left in 
this country. He said that the Dolliver 
Bill is necessary to save this precious fuel 
for the noble purposes of national de- 
fense in time of need and for uses “giv- 
ing the highest social benefits.”’ 

The natural gas men came back at this 
and said that the worry over the natural 
gas reserves is so much poppycock, 
brewed by _ professional “bleeding 
hearts” who would really like to see the 
eastern housewife chained to a coal 
scuttle, They refer to the recent FPC 
staff report to the effect that natural gas 
reserve discoveries always have in- 
creased beyond the rate of consumption. 


s KEPTICAL committeemen seemed 
somewhat impressed by the first 
day’s testimony by Representative Riz- 
ley (Republican, Oklahoma), the gover- 
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nor of Kansas, Frank Carlson, and the 
chairman of the Texas Railroad Com- 
mission, Ernest O. Thompson, But even 
the most optimistic supporters of the 
two bills were not inclined to wager any 
real money that Congress will enact any 
law on this subject at the current session. 
The purpose of the hearings seems to be 
in the nature of laying groundwork and 
doing the necessary preliminary spade 
work of investigation which might bear 
fruit in legislative reform next year. 

There is, of course, the usual shadow 
of a presidential veto in the enactment of 
any bill which runs counter to estab- 
lished administration policy, and both of 
these bills do just that, in one form or 
another. 


* 
Rizley Reads the Record 


T was Representative Ross Rizley who 
headlined the opening day’s hearings 
on his own bill before the House com- 
mittee with a very persuasive presenta- 
tion of his reasons for wanting to curb 
the FPC. Rizley said that “the uncer- 
tainties, doubts, vacillations, and delays 
that have arisen in the administration of 
this (Natural Gas) act make it impera- 
tive that it be amended, It should be 
amended so that the commission’s juris- 
diction, powers, and functions may be 
readily determined with precision and 
definiteness, and to the end that the com- 
mission, the persons who are subject to 
its provisions, and the courts may know 
what the act covers and what it means in 
all of its material aspects.” 

He reviewed the record of FPC ad- 
ministration of the Natural Gas Act, in 
which he charged the commission with 
talking in one direction and acting in an- 
other. He referred to statements, some 
quite recent, in which the FPC professed 
to have no intention of regulating either 
the production and gathering end of the 
natural gas business or the other end— 
the consumer end, through the so-called 
“end use” type of regulation. 

Nevertheless, the Oklahoma Con- 
gressman was not convinced that the 
FPC still does not have a dormant if not 


recurrent ambition to move its jurisdic- 
tion beyond both ends of the natural gas 
pipe line. 

He stated: 


If the Congress does not write some stand- 
ard into the law to govern the commission 
in its determination of when production and 
gathering end and interstate commerce sub- 
ject to its jurisdiction commences, then the 
producers and gathers will still be at the 
mercy of the commission in each case. 
Whether or not a producer or gatherer is 
under the act will depend not upon what the 
Congress has said in the act itself, but, 
rather, upon what the commission may de- 
termine in each individual case is “produc- 
tion” and “gathering.” 

Under such a policy a producer and 
gatherer could never be sure of his status 
until after a trial before the commission and 
the rendition of a judgment by it. And the 
commission’s judgment would be rendered 
only after the producer had made his invest- 
ment and contractual commitments. 


H: added that the “fears of thousands 
of producers of oil and gas, the oil- 
and gas-producing states of the South- 
west, as vigorously expressed in the 
FPC’s general investigation . . . are well 
founded.” He referred to the dissent of 
the late Chief Justice Stone and Justices 
Reed, Frankfurter, and Jackson as rais- 
ing a sufficient doubt about the intent of 
Congress in closely decided test cases to 
warrant statutory clarification. 

Referring to the relationship between 
so-called “end use” control and control 
of production and gathering, Representa- 
tive Rizley said: 

It must be clear to all men that if the 
Federal Power Commission can regulate the 
use which can be made of gas, it can, by the 
same power, regulate the purposes for which 
gas can be produced. Gas cannot be produced 
and transported except for consumption. 
Thus, under the guise of end-use control 
the commission could effectively control the 
economics of natural gas and of the other 
energy resources as well. 


Thomas Allen of the city of Memphis 
also testified extemporaneously and quite 
impressively on the need for leaving both 
ends of the interstate pipe-line business 
free from Federal regulation. Memphis 
is one of the few American cities with a 
municipally owned and operated gas dis- 
tribution utility system. 
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Exchange Calls 


And Gossip 


Senate to Study FCC 
Amendment Bill 


NEW, somewhat altered version of 

the 1944 Wheeler-White Bill 
amending the Federal Communications 
Act of 1934 is burgeoning in the Senate 
this month. Sponsored by Senate Ma- 
jority Leader White, Republican of 
Maine, the new bill calls a halt to many 
current practices of the FCC, especially 
those relating to radio broadcasting, and 
thoroughly revises the thirteen-year-old 
statute which, up to now, has not been 
touched except for a minor emergency 
war power. The bill might have been 
along even sooner this session had it not 
been for the fact that Senator White has 
a key post in the Senate and has been too 
busy to spend much time on his bill. 

By pushing his amendatory measure, 
Senator White takes a different tack than 
the House of Representatives, which is 
going to investigate first and possibly 
legislate later. By using a slightly milder 
version of the old Wheeler-White Bill, 
Senator White hopes to avoid lengthy 
hearings, on the grounds that much of 
the matter already has been covered by 
Congress and needs only to be brought up 
to date. The comparative mildness will 
be felt chiefly by the radio industry, not 
the commission, Definite efforts are made 
in the bill to spell out the precise jurisdic- 
tion of the commission over very in- 
tangible matters affecting radio and the 
public interest. 


NE example of the changes made in 
the bill by Senator White since 
1944 is in handling of sponsored radio 
news broadcasts. The earlier bill banned 
such sponsorship, a point which sorely 
grieved the industry because news broad- 





casts are among the most lucrative and 
sought-after radio “packages” available 
to advertisers. There is plenty of reason 
to believe that the clause was placed in 
the bill for bargaining purposes. But, at 
any rate, it will not be bargained for in 
the new bill, for it is not in there. An 
important limitation of the industry due 
to be included is the requirement that 
free time be given to both proponents 
and opponents in the airing of controver- 
sial questions. At present, equal time for 
each side is offered by stations, but usual- 
ly must be paid for. Bill sponsors feel 
that there is the possibility that the side 
with the most money has an advantage 
here, and they want to remove it, This 
will leave it up to the station executive 
to decide (1) if the issue is important 
enough to warrant cancellation of some 
paid programs, and (2) how much time 
can be devoted to the issue in the public 
interest. 

The new bill does not deal much with 
telephone, telegraph, and wire service ac- 
tivities of the commission. Essentially, it 
is a radio bill, but it affords an oppor- 
tunity for questions of commission juris- 
diction over the wire service industry to 
be defined and ironed out. In the opinion 
of many on Capitol Hill, reform of the 
commission is in prospect, and this bill 
is the likely vehicle to accomplish it. 


& 
USITA Executives Meet 


¢€¢ ooxinc forward” was the keynote 

of the United States Independ- 
ent Telephone Association executives’ 
conference in Chicago last month. More 
than one address was slanted to the fu- 
ture, with hopes bright for great expan- 
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sion in the industry. Opening the session, 
R. A. Lumpkin, USITA president, 
looked back over a half-century of spec- 
tacular telephone growth, then looked 
ahead to still greater development. Rep- 
resentative Karl E. Mundt, Republican 
of South Dakota, guest speaker, sounded 
the warning note of the threat of Com- 
munist encroachment both in this coun- 
try and abroad. He emphasized that in 
the Communist plan to take over nations, 
control over communications systems 
and power networks has number one 
priority, because they can be used as a 
“hand at the throat” of every citizen. 

No telephone conference in April could 
have overlooked the telephone labor situ- 
ation, and this conference covered it with 
several speakers and a panel discussion 
of employment relations. One of the 
panel talks, by R. E. Shotts, of Automatic 
Electric Company, Chicago, Illinois, 
demonstrated the importance of thorough 
preparation for collective bargaining. 
Mr. Shotts outlined the usual contents of 
a telephone union contract, then empha- 
sized the need for a complete knowledge 
of wage rates and working conditions by 
those sitting down at the bargaining table. 
He urged companies to keep promises 
they make to their employees, to expedite 
rather than delay bargaining meetings, 
and to keep in close touch with union 
activities. “Be aggressive without being 
belligerent,” was Mr. Shotts’ advice. 

The importance of alert labor rela- 
tions also was highlighted by the panel 
speaker in these words: “It therefore be- 
hooves us to be prepared to deal with the 
negotiation of labor contracts armed with 
the best knowledge we can have both as 
to the methods of negotiation and factual 
statistics with respect to going rates of 
the various classes of labor, not only in 
our own business but in comparative 
classifications in other industries in the 
areas under consideration.” 


* 


Planning a Rate Case 


| he another panel discussion, the prepa- 
ration of a telephone rate case, from 


the filing for increased rates to the com- 
mission hearing room, was explored by 
four active telephone men. One of these 
four dealt with the company’s commer- 
cial department and its responsibility 
when rate hikes are being sought. Panel 
Chairman Merle Hale, commercial man- 
ager of the Lincoln (Nebraska) Tele- 
phone & Telegraph Company, pointed out 
that rate cases really were rare things in 
the life of a telephone man, but that much 
could be learned from the experience of 
others involved in commission action on 
rates. Mr. Hale advocated retaining the 
present differentials between business, 
residence, and rural service rates. He 
said that a rate case actually gave a com- 
pany a chance to correct many service 
irregularities and inequalities which 
might have grown up since earlier rate 
litigation. 

Declaring that independent telephone 
service now was comparable to that of 
Bell, Mr. Hale thought that rates should 
now be comparable. Since a heavier vol- 
ume of toll calls is processed through Bell 
exchanges, independent’s revenues would 
still be substantially below those of Bell 
companies. Mr. Hale added that a com- 
pany’s first obligation to the public is to 
ask it to pay adequate rates. “Only by 
so doing,” he concluded, “can we provide 
the modern up-to-date telephone service 
that the public needs and is demanding.” 


_ DALTON, vice president and gen- 
eral manager of the West Coast 
Telephone Company, outlined another 
important problem in his paper, “Telling 
the Public.” He believes that companies 
in the past have given far too little con- 
sideration to publicity and its resultant 
effect. Said Mr. Dalton: 


When our subscribers are fully advised of 
our problems, it is much easier to secure 
justified rate increases. On the other hand, 
an aroused public unfamiliar with our in- 
creased costs of operation which are still ris- 
ing, the lack of personnel, etc., can make it 
most difficult to secure warranted rate in- 
creases. 


The public must be told “why” a rate 
boost is needed, said Mr, Dalton. He re- 
ported that public utility commissions, 
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anxious about public opinion on these 
rate matters, are taking keen interest in 
the quality and quantity of advance com- 
pany publicity before rate hearings get 
under way. He urged the smaller com- 
panies, many of which have been mar- 
ginal operators for the past decade or 
more, to face commissions and public 
courageously with a plea for fair profits, 
adequate rates, and decent wages for 
their employees. Mr. Dalton’s stand was 
based on his belief that today people are 
willing and able to pay higher rates for 
up-to-date service. With this in mind, he 
urged companies to plan boldly for more 
modern telephone service, and to tell 
their customers what they can expect in 
the future. He recalled a case wherein 
a state commission had criticized a small 
company in the West which was seeking 
only enough increase to meet present 
needs, The commission informed the 
company that it was not asking enough 
to provide itself with a reasonable rate 
of return, and not planning for improved 
public service in the future. 

Getting down to the “how” of telling 
the public about pending rate increases 
Mr. Dalton recommended personal con- 
tacts with newspaper publishers, civic 
groups, and, above all, employees. Use 
of a number of other advertising and 
newsworthy mediums was encouraged, 
but always with the idea of constant 
“long-range” publicity, rather than 
“short-haul” campaigns for definite ob- 
jectives. Mr. Dalton admitted that a real- 
ly effective approach to “Telling the Pub- 
lic’ would cost money, but averred that 
it would pay dividends. 


¥ 


Rural Telephones Promising 


pe another panel dealt with recruit- 
ment and training of telephone op- 
erators. Major addresses covered timely 
questions of telephone management and 
regulation. USITA Executive Vice 
President Clyde Bailey reported on the 
Washington scene, while Harold V. 
Bozell, chairman of the USITA Tax 
Committee, discussed the uncertain Fed- 


eral tax outlook for telephone companies. 
Duane T. Swanson, president of the Na- 
tional Association of Railroad and Utili- 
ties Commissioners, told the group what 
they could expect in the way of state 
regulation over their businesses, with spe- 
cial emphasis on rate cases. 

Colonel William C. Henry, chairman 
of the USITA Rural Telephone Service 
Committee, gave an encouraging report 
on developments in three types of rela- 
tively new rural telephone services. He 
reported successful experiments on the 
power line carrier equipment, which per- 
mits telephone messages to be transmitted 
along power lines. He disclosed that 
equipment manufacturers were increas- 
ing production of the new instruments. 
The joint use of pole technique, wherein 
high-strength wires are strung from 
power poles below the power wires, also 
is coming along nicely, according to 
Colonel Henry, and the first rural party- 
line radiotelephone worked so success- 
fully that development of a standard 
radiotelephone system is under way in 
the Bell Telephone Laboratories. 

Cooperation of private power compa- 
nies and REA codperatives in rural tele- 
phone expansion was reported by Colonel 
Henry. He ended his talk with a word of 
warning to all companies that the real 
task ahead had to be tackled the hard way, 
“by standing many thousand more 20- 
foot poles on end in holes dug 4 feet in 
the ground. For the welfare of our in- 
dustry, we must solve the rural telephone 
problem.” 


Incidentally, Colonel Henry estimated 
that there was a 27 per cent increase in 
the number of farm telephones during 
the five years ending with 1945. Later 
last month, REA Administrator Wickard 
declared that recent development in farm 
telephones was due mainly to the intro- 
duction of bills by Senator Hill, Demo- 
crat of Alabama, which would have per- 
mitted REA telephone loans. Senator 
Hill first introduced his bill in 1945. 
There would seem to be some conflict 
between Mr. Wickard’s assertions and 
Colonel Henry’s estimate, which is based 
on Commerce Department figures. 
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At the Crossroads—Prosperity 
Or Recession? 


LR pore the war government econ- 
omists were worried over the 
probability of a “reconversion” depres- 
sion, and considered 8,000,000 unem- 
ployed a possibility. It was assumed it 
would take several years to build employ- 
ment and production activity up to the 
peak levels enjoyed during the war, Fac- 
tors generally overlooked were the 
shorter work week, the time lost in 
strikes, reduced labor efficiency, and in- 
dustrial bottle necks, all of which com- 
bined to provide high employment with 
mediocre production as compared with 
the wartime record, Most corporations 
had plenty of cash on hand and, aided by 
tax carrybacks, could maintain employ- 
ment during reconversion even though 
squeezed between OPA-fixed prices on 
one hand and high labor costs and ineffi- 
ciency on the other. 

The ending of OPA gave the corpora- 
tions a chance to readjust prices and re- 
store profit margins. Some were con- 
servative, and prices remained reason- 
able in relation to costs ; General Electric 
for example has raised prices only about 
28 per cent over the prewar level. But 
some raw material prices got out of hand 
—paper and some nonferrous metals, 
textiles, building supplies, etc. As has 
been widely pointed out, the administra- 
tion and Congress seem to have made no 
special effort to prevent heavy increases 
in food prices (despite the government’s 
close relations with the farm economy), 
and at least tacit support has been given 
to labor in its demands for a second 
round of wage increases. The price of 


Financial News 


and 
Comment 


By OWEN ELY 


food—biggest component of the cost of 
living—has advanced two or three times 
as fast as other items in the consumer’s 
budget. The New York Sun in a recent 
first-page editorial criticized President 
Truman for saddling responsibility for 
rising prices on “our private enterprise 
system.” 


3 some extent the advance in food 
prices merely reflects the “legitima- 
tizing” of former black market prices 
which didn’t get into the government 
indexes, But there undoubtedly has been 
speculation in grain futures, aided by 
postwar government buying to aid starv- 
ing Europe, The government must share 
at least some responsibility, it would 
seem, for the 50 per cent rise in wheat 
futures which occurred in a few weeks 
this year, But it does little good at this 
stage to apportion the blame as between 
the government and private enterprise. 
The damage has been done. The Presi- 
dent has pointed out that after World 
War I the national income fell $18,- 
000,000,000 and industrial production 
dropped 23 per cent. Do we have to face 
a similar debacle this time? 

The President’s continued emphasis on 
lower prices in his recent public addresses 
is beginning to have some effect. Com- 
modity markets have turned irregular, 
with hog prices dropping to the low point 
of the year, dairy products lower, and oil 
markets weak. But the struggle over re- 
tail prices is largely a psychological one. 
Is the public going to stage a real “buy- 
er’s strike” as it did in 1919 (initiated 
with the over-all parade in New York 
city) ? Department store sales are a good 
index to watch and 1947 reports have 
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made a less favorable showing, with the 
recent weekly figures showing a decline 
for the first time this year as compared 
with the corresponding week last year. 
If this continues it will mean increased 
price cutting, cancellation of orders, etc., 
in order to keep inventories trimmed. 
This in turn would cause the manufac- 
turers to reduce orders for raw materials, 
cancel building programs, etc. The Wall 
Street Journal reports that many expan- 
sion plans have already been canceled be- 
cause building costs are too high. 

Are industrial inventories and bank 
loans at dangerous levels? The Depart- 
ment of Commerce index of inventories 
rose steadily during 1946 from 165 to 
204—the advance was in both durable 
and nondurable goods. But the increase 
was pretty well explained by the increase 
in the price level; and the indexes of 
shipments and new orders also advanced 
sharply during the year. However, in 
February the value of department store 
stocks was 57 per cent greater than a year 
ago, while sales were up only 5 per cent. 
Perhaps last year’s inventory was too 
low ; but at any rate it appears likely that 
the stores will make an effort, by price 
cutting, to reduce the amount of goods 
on their shelves. 


HE stock market recently declined 
: new low levels for 1946-47, an- 
ticipating another “squeeze” on cor- 
porate profits, which Mr. Truman evi- 
dently thinks are too high. (“Profits in 
the aggregate are breaking all records, 
although profit margins vary greatly in 
individual cases.”) The statistics in his 
latest address did not include any his- 
torical data on profit margins, such as 
those which might have been obtained 
from the recent studies on profits by the 
National Industrial Conference Board 
and the SEC. 

Big inventories are dangerous to the 
extent that they are associated with bank 
loans. In January this year, commercial, 
industrial, and agricultural loans showed 
an increase of about 44 per cent over a 
year ago. However, this just about re- 
flected the combined effects of increased 
prices (up 21 per cent) and the rise in 
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business activity (up 18 per cent). The 
increase in consumer short-term debt was 
perhaps more serious—a jump of 52 per 
cent in the same period. On the other 
hand, currency circulation was up only 
about 1 per cent, indicating that this par- 
ticular form of inflation is no longer 
menacing. 

The economic readjustments after 
World War I came relatively fast, and 
the depression was comparatively short- 
lived as compared with the great depres- 
sion of the early 1930’s. The present 
recession, if there is to be one, should be 
even less serious than in 1920 because our 
financial system is much stronger than in 
the earlier period. “Calling” of loans in 
1920 resulted in distress sales of com- 
modities, just as calling of margins in 
1929 put stocks down. But in 1920 cor- 
porations had to pay 8 per cent on bond 
issues, Commercial paper rates reached 8 
per cent, and the Federal rediscount rate 
averaged over 6 per cent. At the present 
time there is no discernible strain in 
money, and the rise in interest rates is at 
a very leisurely pace. It seems very un- 
likely therefore that pressure from the 
banking system could cause drastic 
liquidation of commodities as in 1920. 
Moreover, the stock market is not at an 
inflated level as it was in 1919. 


¢ view of the strength of the banking 
and credit situation, we should be able 
to absorb price readjustments and re- 
duced consumer purchases in more or less 
orderly fashion, In other words, we 
should be able to “muddle through” with- 
out a serious depression. Eventually the 
demand for durable goods and deferred 
building construction of all kinds should 
absorb any impending weakness in “soft 
goods.” The second round of wage in- 
creases should help maintain general pur- 
chasing power. The stock market has al- 
ready had nearly a year’s “rest” (last 
year’s decline began early in June) and 
while there may be a further recession 
this should be cushioned by the excellent 
earnings and dividends currently being 
reported. 

What moral is there in all this for util- 
ity management? Should they defer in- 
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definitely the ambitious building pro- 
grams laid out for 1947-50? Should they 
cancel orders for much-needed gen- 
erators, transmission facilities, etc.? 
Should they wait until construction and 
material costs decline? Fortunately the 
utilities operate on a longer cycle than 
the average industrial company ; to some 
extent they can afford to ignore short- 
term changes. Additional capital invest- 
ment is entitled to a return approximat- 
ing 6 per cent regardless of the general 
price level. Moreover, the utilities can 
still obtain capital funds quite cheaply. 
If present expansion plans are postponed, 
the advantages gained through lower 
building costs may be lost through higher 
interest rates. While normal caution 
should be exercised it hardly seems ad- 
visable to defer indefinitely present 
building programs, which are largely de- 
signed to restore operating efficiency and 
take care of the anticipated increase in 
residential load resulting from the resi- 
dential building program now under way. 


* 


North American Light & Power 
—the Issue over Common Stock 


re MATION of the integration 
plan for North American Company 
appears to be temporarily delayed by dif- 
ficulties over the retirement of public 
holdings of North American Light & 
Power Company common stock. The re- 
ply memorandum filed April 8th by 
counsel for North American Company in 
the Securities and Exchange Commission 
proceedings throws some _ interesting 
light on the issues involved. 

The Dana group, who purchased their 
common stock interests in 1944-46, base 
their major objection to the proposed set- 
tlement ($7.50 a share) on the Deep Rock 
Case despite the fact that the transac- 
tions complained of occurred some 


twelve to twenty years before their stock 
was acquired. The group argued that 
North American had acquired control of 
Light & Power for an improper purpose, 
contributed insufficient equity capital, 
exploited the subsidiary, unloaded its 
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own speculative investments on Light & 
Power, and caused it to engage in un- 
successful ventures. North American 
claims that “the facts are diametrically 
opposed to these contentions” and the 
Dana group perhaps did not make a thor- 
ough study of the 14,000 pages of testi- 
mony and 5,000 exhibits which had been 
built up in four years of earlier pro- 
ceedings. 

The memorandum contains an inter- 
esting analysis of the origin and meaning 
of the Deep Rock principle, and points 
out the various items of difference be- 
tween the Deep Rock Case and the North 
American’s relations with Light & 
Power. The most important distinction 
was that North American made no loans 
to Light & Power, never received any 
cash dividends from Light & Power after 
1929, and did not even own a majority 
of the stock or have any official connec- 
tion with the management during the 
period 1926-32 (when most of the trans- 
actions complained of occurred). More- 
over, all the independent preferred stock- 
holders of Light & Power are to receive 
their full liquidation preference where- 
as in the Deep Rock Case the parent com- 
pany (Standard Gas & Electric Corpora- 
tion) claimed a substantial proportion to 
the exclusion of the public preferred 
stockholders. 


HE memorandum gives a detailed 

history of the relations between 
North American and Light & Power in 
the 1926-32 period, indicating that 
Clement Studebaker, Jr., retained per- 
sonal direction of the company during 
this period (with North American nam- 
ing only one of the several voting 
trustees). During 1926-32 Light & 
Power’s management was more closely 
associated with the Insull interests than 
with North American, and North Amer- 
ican took relatively little interest in Light 
& Power at that time. The memorandum 
points out that, from July, 1929 (when 
the public first acquired its interest in the 
common stock of Light & Power) to 
December, 1932, North American did 
not draw any cash dividends from Light 
& Power. (Dividends were paid in com- 
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mon stock.) It held no senior securities 
in Light & Power, received no manage- 
ment fees, and had no officers, directors, 
or employees on the Light & Power 
payroll. 

Prior to the public offering in July, 
1929, North American had invested $11,- 
375,000 in common stock of Light & 
Power and in connection with the public 
offering it invested $4,500,000 more. 
(North American and the Insull interests 
each bought 100,000 shares and the 
public 200,000.) 


* 


A Less Optimistic View 


HIs department has received a let- 
5 from W. Truslow Hyde, Jr., 
utility analyst at Josephthal & Co., in 
reference to our comment on his recent 
review of the outlook for the utility in- 
dustry. Because of the importance of the 
question we quote the letter in full: 


In the April 10th issue of the ForTNIGHTLY, 
you commented at some length on my state- 
ment that public utilities cannot expect in- 
creased earnings from their present expan- 
sion programs which represent primarily in- 
stallation of plant capacity to provide for 
growth already realized. I welcome this 
opportunity to defend my position with 
which you so strongly disagreed. 

For the past year and a half, the utilities 
have been connecting customers at a record 
rate, while new appliances have been going 
on the lines in large volume and industrial 
demand has regained its wartime peak. As 
a result, output has been running almost 20 
per cent above a year ago, yet earnings are 
falling behind. The answer is clearly shown 
in your own interesting breakdown of op- 
erating expenses last December when labor 
costs increased 16 per cent over the previous 
year and fuel costs were up 41 per cent 
despite the fact that output was only 10 per 
cent higher. This trend of higher operating 
costs has not come to an end and the best 
the utilities can hope for is that the prospec- 
tive increase in residential business will offset 
further increases in fuel and labor costs. 

Contrary to the experience following the 
end of the war when swollen bank accounts 
and dire shortages maintained a strong de- 
mand for all kinds of goods, there are un- 
mistakable evidences that the end of the era 
of prosperity is approaching if it has not 
already been passed. You predicated your 
expectation that the sales curve of utilities 
would continue to rise on the assumption that 
there would be no major depression. With 


MENT 


the government committed to a policy of 
maintaining millions of individuals in non- 
productive activities and requiring the rest 
of the population to support them, I feel you 
have made a dangerous assumption. Possibly 
you have placed too much weight on the 
present rate of industrial activity without 
fully realizing that it is predicated on an ac- 
cumulated rather than a repetitious demand. 
Such a condition must always be followed 
by the reverse spiral of declining demand, 
restricted production, greater unemployment, 
and still less demand. Our specialized in- 
dustrial system, combined with high hourly 
pay rates, will intensify this normal reaction 
and will preclude a “slight recession” such 
as has been so widely predicted. 

Even assuming that the outlook is not so 
gloomy as I fear, I doubt whether industrial 
consumption of power can be maintained at 
present levels. Some of this decline will, as 
you point out, represent incremental sales on 
which profit margins are small; but, never- 
theless, these small unit profits ‘on the huge 
volume can mean a great deal of earnings 
and it will be difficult to more than make 
this up through increased over-all efficiency. 
In addition, a decline in industrial activity 
will cause heavy casualties among the small- 
er manufacturers who pay relatively high 
rates for their power. Many new businesses 
which have been established during the past 
five years will be unable to survive as com- 
petition for the customers’ dollar becomes 
more severe. The loss of sales to those cus- 
tomers will also have to be offset by in- 
creased operating efficiency if the utilities are 
going to maintain their operating earnings. 

Finally, I disagree with your implication 
that new money will automatically result in 
larger earnings because of the larger rate 
base. In most cases, present earnings are 
excessive in relation to present plant accounts 
except in those states which use fair value 
or replacement cost as a rate base. It is nec- 
essary, therefore, to increase the capital to 
justify present earnings, while, as witnessed 
in the case of the railroads, regulation merely 
permits but does not guarantee a fair return. 
I, therefore, cannot agree with your op- 
timistic opinion as to utility earnings over the 
next few years although there is no doubt 
that in the next cycle and when the present 
expansion has been digested earnings will 
reach a new high. 


As supporting evidence Mr. Hyde re- 
fers to the annual report of United Light 
& Railways Company recently released, 
which states on page 10 that “A consid- 
erable portion of the contemplated con- 
struction expenditures will be necessary 
to ensure reliable service of the existing 
load, rather than to develop additional 
revenue.” 
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NE of the addresses presented at the 
O annual meeting of the American 
Transit Association last fall was “A 
Fireside Talk on Management,” by E. 
H. Taylor, president, Worcester Street 
Railway Company. This executive made 
some very thoughtful observations on 
the importance to a utility company of an 
“intelligently chosen” board of directors. 
Prefacing his remarks with the com- 
ment that, in the discussions to which he 
had listened, no one had mentioned a 
word about his board of directors, Mr. 
Taylor said: 


. Therefore I suppose I am entitled to 
assume that, in general, management doesn’t 
attach very much importance to its director- 
ate in our business. And, unless the officials 
of a company can qualify as geniuses, that 
point of view, I believe, is a dangerous one 
to follow. It assumes that management 
doesn’t need the best advice, the most varied 
viewpoints, the most successful experience 
it can recruit to help it with its problems. 

For several years I have sent the majority 
of our industry our company’s annual report, 
with the result that most of the companies 
reciprocate by mailing me their own report. 
The most interesting information in many of 
them is, to me, the list of directors and their 
business connections. 

Too many of them have that “old family 
make-up,” the principal officers of the com- 
pany, the firm’s lawyers, and a_ banker 
thrown in for good measure. Let’s not kid 
ourselves; this type of board neither adds to 
nor detracts a single thing from our opera- 
tion and has about the same potency as the 
kid in school who corrects his own examina- 
tion papers. 


a board of directors as he had in 
mind as “streamlined, modern, and in- 
telligently chosen,” the speaker stressed 
two specific points to be of prime impor- 
tance in meeting his definition. He out- 
lined these points as 


| gag ween the characteristics of such 


. First, not over two from management 


What Others Think 


A Board of Directors That 
“Ts Streamlined” 


should be on the board and preferably one. 
Second, go to the grass roots of your com- 
munity and choose the eight or ten keymen 
whose entree, business background, and civic 
interests would make you a perfect board, 
one that your chief executive could go to 
with his top problems of policy and gain the 
best viewpoints and advice in the city. 


Then, Mr. Taylor pointed out the kind 
of men in a community who he thought 
should be chosen as directors, and why. 
Here are his suggestions: 


We hear a lot about merchandising public 
transportation. The very lifeblood of your 
leading department or chain store is mer- 
chandising, and usually the chief executive 
of your smartest store will make you a grand 
director, and don’t think he isn’t close to 
your public’s buying motives!!! 

. . your city’ s leading insurance man 
didn’t arrive at “the top of the heap” because 
he had obtained the agency having the best 
looking policy for the least amount of 
money : It is ten to one he got there because 
he gave outstanding service, knew all the 
right people, and was a mighty congenial 
fellow. Put this man on your board and you 
will have someone who will be a great deal 
of comfort to you, and don’t be surprised if 
he knows his way around politically as well. 

The manufacturers in your city are large 
employers of men who principally use public 
transportation. Their labor picture is no 
of roses today, and don’t think that they 
don’t recognize the value of good public 
transportation in the manufacturing of their 
products. Two or more industrialists on 
your board will bring a wealth of cooper- 
ative help from successful men who are real- 
ly doing things every day in your community. 

I don’t have to add the banker or the at- 
torney to the board because these gentlemen 
are musts, and already are on 99 out of 
100 transit directorates. But it is wise to be 
certain both are alert and abreast of the 
times, and not professional “no” artists. 


The audience was reminded by the 
transit official that every city has its own 
individualisms—in some there are out- 
standing men who are packers, miners, 
shipowners, and many other progressive 
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industries. And, in each one there is “at 
least one top-flight, energetic, creative 
executive who would add much to your 
board.” 

Then suggesting somewhat of a de- 
parture, he added: 

If your courage is real good, look around 
for the most intelligent, realistic, civic- 
minded woman in your city to put on your 
board, so that you have the reaction of your 
greatest off-peak riding market. Don’t be 
surprised if such a move improves your 
public relations tremendously. 


. mere adding of eight or ten re- 
sourceful, top-flight businessmen to 
a board and publishing their names in the 
annual report, declared Mr. Taylor, ob- 
viously does not complete the task. As an 
aid to the practical functioning of a board 
of directors, he recommended this proce- 
dure: 

In the first instance I would ask you to 
consider very seriously taking one from 
management and two of your key directors 
and forming an executive committee, if you 
don’t have one. Make that executive commit- 
tee not only a closely knit group with powers 


for emergencies, but make it a steering com- 
mittee of your entire board’s activities. Have 
the executive committee meet several days 
before each board meeting; let them canvass 
each item on your agenda, screen them ; then 
send your directors an agenda to reach them 
at least a day before the board meeting. Be 
certain that they know they can call any one 
in management to become more familiar with 
any item on the agenda. 

Such preparation for a board meeting 
with top-flight fellows will bring tremen- 
dous results, provided you don’t try to steam 
roller things, and let discussions follow 
along the natural course. 

In closing his remarks, Mr. Taylor 
told the gathering of transit men that a 
rejuvenated board of directors could 
“possibly be the quickest route to 1m- 
proved public relations, increased pres- 
tige, and continuous profits.” 

It would appear that increasing 
thought is being given to this matter. This 
year’s annual reports of utility compa- 
nies disclose that a number of companies 
make special reference to the local busi- 
nessmen who are members of their board 


of directors. 
—R, S. C. 





Are Communism and Christianity Incompatible? 


Wire an increase in pressure of our 
international complications on the 
issue of Communism and its allied ac- 
tivities, it behooves even businessmen to 
study the various political, social, and 
even religious ramifications of the collec- 
tivists’ blight. It is not too surprising, 
therefore, that an official of one of our 
leading operating utility companies in 
the United States has taken the time and 
expended the effort to analyze the chal- 
lenge of Communism to our traditional, 
basically Christian form of government 
in the United States. The result is a 
worth-while book, recently published 
under the title Communism Challenges 
Christianity by Verne Paul Kaub. He 
may be better known in industry circles 
as public information editor of the Wis- 
consin Power & Light Company of 
Madison, Wisconsin. 

Mr. Kaub’s book is worth while for 
two reasons; 


(1) His painstaking scholarly re- 
search into the various sources of both 
Christian and “Marxist” opinions, 
writings, speeches, etc. 

(2) His broad, tolerant, and strictly 
nondenominational approach to a 
rather delicate subject matter, which 
might so easily be marred by sectarian- 
ism. 


The author uses the concept, “Christi- 
anity,” in its broadest social connotation 
—to include just about anyone, any 
group, or any institution, which con- 
forms sympathetically with the general 
principles of the Sermon on the Mount. 
It would exclude only those individuals, 
movements, etc., which are, for some 
reason or the other, inherently repug- 
nant to an attitude of acceptance of the 
United States government and its insti- 
tutions, as a basically Christian state. 

Mr. Kaub finds, for example (in his 
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Chapter 8), that free enterprise, “com- 
monly called capitalism,” is not only 
compatable with Christianity, but far 
more so than any other major form of 
social organization, He finds that Chris- 
tianity had its beginning in an environ- 
ment of private enterprise and it has 
since flourished almost in direct propor- 
tion to the extent that private enterprise 
has been permitted to exist. He finds, on 
the contrary, that the totalitarian system 
invades the freedom of the individual to 
such an extent that full spiritual expres- 
sion cannot be accomplished. 
He states on this point in his book: 


In all collectivist and totalitarian systems, 
man is not a free-will agent with decisions 
to make on his own account, but only a crea- 
ture subject to whatever higher authority is 
set up to make all decisions for all men. 

Free enterprise recognizes the worth of 
the individual, offers the individual an op- 
portunity to test himself, to make decisions, 
to develop, to determine for himself what 
will be his attitude toward his Maker and 
his fellow man. Thus its ideology is in har- 
mony with that of Christianity. 

The system is not perfect because man is 
not perfect, but basically it is Christian be- 
cause, operating hand in hand with Christi- 
anity and free, representative government, 
it performs a share in creating an environ- 
ment in which Christianity can be practiced, 
can operate as a guiding force in the lives 
of men, and, when generally accepted, im- 
prove that environment to- the point where 
the essential brotherhood of man will be a 
reality rather than a partly accomplished 
ideal as at present. 


This conclusion raises a series of ques- 
tions in the mind of any sincere student 
of sociology. We all know where man- 
kind has been chained to the chariot of 
a totalitarian state, there freedom of 
thought, of press, of religion, of individ- 
ual enterprise has been suppressed. Why 
is this? Why is it that only in a nation 
such as our own, where freedom of en- 
terprise exists, can the freedom of the 
individual be truly said to be secure ? Why 
is it that property rights under our 
American system of private enterprise 
appear, comparatively speaking, like the 
shining outer garments which clothe the 
dignity of individual freedom? Why is 
it that wherever and whenever the se- 
curity of such property rights for the in- 


dividual has been torn away and de- 
stroyed, the soul of individual man has 
become suppressed and degraded by that 
monstrous crime against modern civiliza- 
tion—the idolatrous worship of the state ? 
Mr. Kaub’s reference and citations to 
statements on various means of “de- 
” “ © a2 44,99 
mocracy” and “Christianity” show some 
surprising variation in the common un- 
derstanding of these terms. He refers, for 
example, to the report of twenty-six 
theologians on the subject of religion, 
“Religious Liberty in Russia,” made to 
the 1944 meeting of Federal Council of 
Churches of Christ in America. Refer- 
ring to improvement in the economic con- 
dition of Russian citizens, this report 
concluded: There, “social democracy” 
has made substantial gains over political 
despotism. Mr. Kaub states: 

Unless it is true that to this group of 
twenty-six theologians social democracy 
means nothing more than food, clothing, and 
shelter allotted to human beings at the whim 
of a dictator, the two sentences simply do 
not make sense. 

During the same month—actually during 
the same week—that the amazing statement 
of the twenty-six theologians was given to 
the public, Morris Llewellyn Cooke, first ad- 
ministrator of the Rural Electrification Ad- 
ministration, presented an article “Rivers 
and Prosperity,” in the New Republic for 
December 18, 1944. In this article he wrote: 
“The TVA is democracy intimately nur- 
tured by socially minded science and engi- 
neering.” 

Americans know fairly well of what the 
Tennessee Valley Authority consists; cer- 
tainly it has been publicized enough. Neither 
merits nor demerits of TVA are at issue 
here, but if democracy is the TVA, or vice 
versa, then all the others who have defined 
democracy are wrong. 


The book contains an interesting his- 
torical review of the fundamental Chris- 
tian basis of the American government to 
which all major denominations have con- 
tributed so richly. Among his chapter 
headings are: “Foundations of Free- 
doms,” “America: Christian Republic,” 
“Communism: Atheistic Totalitarian- 
ism,” “Collectivism and Individualism.” 

—F, X. W. 


CoLLECTIVISM CHALLENGES ‘CHRISTIANITY. 
By Verne Paul Kaub. 250 pages. Price $2. 
Light & Life Press, Winona Lake, Indiana. 
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A Handbook for Employees Can Supply 
A Fund of Utility Facts 


RECENT handbook—“You . . . and 
Con Edison”—which has come to 
our attention, is an interesting specimen 
of employee publications. Issued by Con- 
solidated Edison.Company of New York, 
this 36-page, pocket-size booklet touches 
upon a wide variety of matters of interest 
to employees. 

On opening the booklet, an employee is 
greeted by a series of readable, terse 
statements which should be an excellent 
introduction to the detailed picture, on 
succeeding pages, featuring the “two- 
way relationship” between himself and 
the company, 


Some of these introductory para- 
graphs, reproduced below, serve to illus- 
trate how one utility company approaches 
this question of employee relations: 


You may be new to Consolidated Edison— 
Or, you may have been here for many years! 

In either case, this booklet is for YOU. 

If you are new, it answers your questions, 
“What is expected of me? What can I ex- 
pect from the company ?” 

If you are an old-timer, it will bring you 
up to date—or even remind you of some 
things you may have forgotten. ... 

Your company has one basic policy. To 
furnish New York with the best utility serv- 
ice at the lowest possible cost. 

Your job with Con Edison is to make that 
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policy work! The way you do your job is 
important, for whenever you come in con- 
tact with the public in your work, or even 
tell people socially “I’m with Con Edison,” 
you become Con Edison to them! 

In order to furnish the best utility service 
at the lowest possible cost, this company has 
to be run in a businesslike way ; it must give 
value received to customers; it must be able 
to pay its debts to stockholders and bond- 
holders who invested their money to make 
its growth possible, 

And, it must provide good working condi- 
tions for employees. 

To keep such a concern going, there must 
be a group of key employees who can make 
far-reaching decisions—that i is the group you 
hear called “management.” Your supervisor, 
the foreman, the department head, all are 
part of management. 

Take a look at your “boss,” and these Con 
Edison supervisors, up through the presi- 
dent—nearly every one of them came up 
from the ranks. And just as important to 
them as getting work done is making Con 
Edison a good place to work in. 

What makes a job a good job? 

“A day’s pay for a day’s work” is im- 
portant, so is a day’s work for a day’s pay. 
But there’s more to it than that! 

There’s that all-important feeling of job 
security. Security in good times and bad; 
security in good health and poor; security 
for your family. 

Con Edison offers these to an unusual de- 
gree. Through the years, as the company 
has grown in size it has also grown in its 
recognition that, in order to have the right 
kind of employees, it must be a good boss. 

Read through these pages. Keep this 
booklet handy. Then, not only will you have 
the answers to many questions that crop up 
from time to time but you will also have a 
better picture of the two-way relationship of 
“You and Con Edison.” 


_— the general matters touched 
upon are the service facilities, un- 
der the heading “It Takes a Big Outfit to 
Serve New York.” Then, reference is 
made to “Who Has a Stake in Con Edi- 
son?,” with mention of the public, the 
stockholders, the bondholders, and the 
employees. The varied exactions and re- 
quirements under regulatory bodies are 
pointed out under “Our Business Is Dif- 
ferent.” 

As to the specific things which affect 
each employee personally, information— 
explicit and detailed—is set forth under 
these general headings: “What You Are 
Paid,” “Holidays, Vacation, Excused 


Time,” 
Benefit Fund,” “Our Group Health and 
Medical Program,” “Insurance,” “Edi- 
son Savings and Loan,” “Labor—Man- 
agement,” as well as reference to the 
library, publications, and the safety pro- 
gram. 

As a preface to all of this detailed in- 
formation, the following straightforward 
statement appears, headed “What the 
Company Expects from You’’: 


What the company has to offer you is 
given in detail in the next few pages. 

But there are two sides to every job. What 
you get and what you give in return. Here, 
briefly, is what the company expects from 
you. 


To Doa Good Job 


That means having a sense of responsi- 
bility to the community—being courteous 
and considerate, not only to our customers, 
but also to fellow employees—understanding 
the requirements of your job and meeting 
them to the best of your ability. In short, 
being a good team worker. 


To Be on the Job 
Getting to work on time—promptly ad- 
vising your supervisor (or getting someone 
to do it for you) if you are sick and cannot 
be on hand—doing a full day’s work for a 
full day’s pay—pulling your share on the 
team, 


To Be Fit for the Job 

To be mentally “on the job” you have to 
be physically fit. Getting adequate rest, ex- 
ercise, and recreation is part of keeping fit, 
but it’s also important to prevent illness. A 
periodic check up by your own or by a Con 
Edison doctor is the best way to prevent a 
serious illness. Our medical department of- 
fers many facilities for prevention and care 
of sickness to keep you feeling fit. It will 
pay you to follow their advice. 


To Avoid Misunderstanding on the Job 


Know exactly what you can expect. If you 
think there is an error in your pay, clear it 
up by talking to your supervisor—know ex- 
actly what you are entitled to get, under the 
company’ s provisions, in vacation time, over- 
time, premium time, holidays, or sick leave 
with pay. 

Con Edison wants misunderstandings 
cleared up fast—before they build up into 
grievances. Where legitimate grievances do 
arise, it wants them adjusted promptly. 


Such facts about his job, and the gen- 
eral information relating to the company, 
should be both helpful and instructive to 
the utility employee. 
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Notes on Recent Publications 


After the Edison Centennial. Many interests 
joined forces to make the Edison centennial 
an outstanding success. The Post Office is- 
sued a commemorative stamp; the State De- 
partment prepared a documentary motion 
picture; electric power and light companies 
throughout the country, the daily press, 11 
national magazines, 800 radio stations, and 
34,000 schools in the United States and Can- 
ada—all lent their support to honor the 
memory of the inventor of the incandescent 
electric lamp. Eprson’s 100TH. Tide, March 
21, 1947. 


Are the Strong, Silent Men of Industry Too 
Much So? As an influence in shaping public 
opinion, “forums” are a growing factor in 
community life. Businessmen, however, seem 
to avoid taking part in them. Business should 
be represented as well as the church, schools, 
labor, and the home. Leaders in all these 
walks of life chiefly make up these com- 
munity gatherings The author declares that 
to share in these meetings is a first-rate pub- 
lic relations activity which businessmen are 
ignoring. These round-table talks afford op- 
portunity to aid citizens to realize how im- 
portant a factor business is, and at the same 
time the businessman will learn what the 
community thinks. The Caterpillar Tractor 
Company has sponsored community forums 
and reports them as being very worth while. 
BUSINESSMEN AND THE COMMUNITY Forum. 
By Francis K. Ballaine. Harvard Business 
Review. Spring, 1947. 


Double-barreled Competition for King Coal. 
Natural gas is in prospect for the Philadel- 
phia-New York area, and possibly for New 
England. The supply will flow through the 
Big and Little Inch pipe lines (wartime car- 
riers of oil), recently acquired from the gov- 
ernment by Texas Eastern Transmission 
Corporation. When new compressor installa- 
tions are fully operating, natural gas from 
mid-continent fields will be pushed through 
the great twin tubes to the eastern seaboard. 
All fuel markets in that region will feel the 
effects. Sales of gas distributing utilities are 
expected to expand, especially in the house- 
heating and industrial fields. GAs THROUGH 
“Incu” Lines. By Robert M. Bleiberg. Bar- 
ron’s. March 24, 1947. 


Halfway America? The President’s economic 
report is discussed by the Senator from Wyo- 
ming. Attention is directed to the report’s 
endorsement of free competitive enterprise, 
and the comment is made that our farmers 
are the only ones operating in a system that 
is freely competitive. The writer expresses 
the view that the number of people employed 
by big business and government has greatly 
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increased, resulting in material reduction in 
competition and in self-employment. As he 
sees it, more and more of this country’s 
population is under managerial control, and 
he envisions the U.S.A. as at the dividing 
line between a competitive system actually 
free and one that is directed under a set 
routine. THE Crisis oF CaPpiTALIsM. By 
Joseph C. O’Mahoney, Survey Graphic. Feb- 
ruary, 1947 


Show the Light. Oil industry in this country 
checks people’s views of its practices and 
policies, Factual data derived from opinion 
surveys permit more scientific presentation 
of information to the public, states the au- 
thor, public relations director of Standard 
Oil of Indiana. A survey conducted for the 
United States oil industry revealed that many 
people know little of the actual facts about 
the business, and that “preliminary diag- 
nosis” followed by further “check up” is 
needed. As a result of these procedures there 
should be less “guesswork” in public rela- 
tions. KNOWLEDGE BuiLps REepuTATION. By 
Conger Reynolds. Editor & Publisher. 
February 1, 1947. 


Taxing Coéperatives. Many co-ops pay no 
taxes—some do, Farm co-ops are the only 
type of such profit- making concerns, the 
author states, which enjoy exemption. The 
co-op movement, touching many lines of 
business, has grown apace in recent years. 
The freedom from taxes of many co-ops that 
compete with business firms which must pay 
taxes has aroused demand that the exemp- 
tions be ended. Attention is directed in this 
article to a call issued by NAM for a termi- 
nation of this tax inequality. FARMERS Co6p- 
ERATIVES AND TAX EXEMPTION. By Robert 
E. Delaney. America. February 1, 1947. 





The Old Argument about Train Electrifica- 
tion. Rising costs of fuel oil and possible 
failing petroleum reserves, in the opinion of 
the author, may cause western railroads to 
electrify their mountain divisions where low- 
priced power is available. A repetition of 
the “wishful thinking” of Federal power 
people, little thought is given to the tremen- 
dous investment required to electrify track- 
ages through sparsely settled, rugged coun- 
try. Were similar recommendations ex- 
pressed by a practical railroad operator in 
the pages of a transportation journal, they 
might be taken seriously. But, as this author 
has long been an ardent proponent of more 
and more public power projects in the Pacific 
Northwest, his advocacy of railroad electri- 
fication is patently promotional. H1GHBALL- 
ING THE Kitowatts. By Richard L. Neu- 
berger. The Nation. February 8, 1947. 
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The March of 


Events 


In General 


Bill Affecting Hydro Power 
Introduced 


se Secretary of War would replace 
the Secretary of the Interior as the 
Federal official responsible for disposing 
of excess hydroelectric power generated 
at flood-control and rivers and harbors 
projects under provisions of a bill intro- 
duced last month by Representative 
Dondero of Michigan, chairman of the 
House Public Works Committee. 

Additional principal provisions of the 
measure would (1) make both contracts 
and rates for such power subject to the 
approval of the Federal Power Commis- 
sion, and (2) require that such power be 
disposed of at generating plants. 

All contracts and rates for sale of 
power generated at Federal flood-control 
and navigation projects would require ap- 
proval by the Federal Power Commis- 
sion and the FPC would have the respon- 
sibility for seeing that such rates were 
sufficient to return the Federal investment 
in the power features of the projects. 

Under § 5 of the 1944 Flood Control 
Act, which would be amended by Repre- 
sentative Dondero’s proposal, the Secre- 
tary of the Interior is permitted to “trans- 
mit and dispose of power” and the pro- 
posed amendment is designed to prevent 
Federal erection and operation of trans- 
mission lines which would duplicate 
facilities already installed and in opera- 
tion by others. 

When considered necessary by the 
Secretary of War and the FPC, and 
when specific approval has been obtained 
from Congress, the chief of engineers 
could construct transmission facilities to 
coordinate the operation of federally 
owned plants or to coordinate the Federal 


plants with the plants of other utilities in 
the area. It is expected that utility com- 
panies would build transmission lines in 
most instances where the facilities are re- 
quired and it would be unnecessary for 
the government to embark on extensive 
transmission construction. 

The bill provides for complete repay- 
ment of all costs of multiple-purpose 
projects chargeable to power production, 
including interest, amortization, and op- 
erating expenses. Preference in the sale 
of power would be given to public bodies 
and codperatives providing such prefer- 
ence would not prevent full use and de- 
velopment of the power potentialities of 
the project. 


Committee Slashes Interior 
Funds 


, House Appropriations Commit- 
tee took unprecedented action in 
recommending a 47 per cent over-all re- 
duction in funds of the Interior Depart- 
ment as compared with the amount re- 
quested in President Truman’s budget for 
the 1948 fiscal year. Public power func- 
tions of the Interior Department were 
faced with even heavier economy reduc- 
tions. 

The brunt of the economy ax was felt 
by the Reclamation Bureau which would 
be cut from a budget estimate of $145,- 
952,200 to a total of $62,717,600. The 
Appropriations subcommittee in charge 
of Interior funds, headed by Representa- 
tive Robert F. Jones ( Republican, Ohio), 
pointed out that the Reclamation Bureau 
has available certain unobligated funds 
which, together with the amount called 
for in the bill, would make a total of 
$141,085,367 available for Reclamation 
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construction during the fiscal year 1948. 

A cut in the office of the Secretary of 
the Interior would wipe out the public 
power division. The Bonneville Power 
Administration would be cut by an 
amount $13,270,200 to $6,097,000. South- 
western Power Administration would be 
cut $1,371,000, leaving a total of $2,504,- 
000. 

Representative Jones’ report pointed 
out that the Southwestern Power Ad- 
ministration did not need funds previ- 
ously made available for the purchase of 
the Ark-La transmission line because ar- 
rangements already had been made for 
the sale of the line to privately owned 
utilities. 


More TVA’s Needed 


EVELOPMENT of natural resources of 
American countries last month was 
termed essential to improvement of re- 
lations among the people of the Western 
Hemisphere by James P. Pope, director 
of the Tennessee Valley Authority. 

In an address before the Pan Amer- 
ican League, Pope said development of 
public resources “in such a way as to 
spread the benefits widely” makes for 
“prosperity and peace.” 

He pointed to the electric power, im- 
proved navigation, and control of floods 
brought by the TVA as “an example of 
how such resources can be used” and said 
thousands of visitors are coming from 
Canada and Central and South America 
to study TVA. 

“Already similar developments are be- 
ginning or are contemplated in various 
other American countries,” Pope told the 
league. 

He said not only should such develop- 
ments take placé within the various 
American states, “but there are a number 
of boundary rivers that need development 
through codperation of two or more 
countries.” 

He mentioned as an example the pro- 
posal to develop the St. Lawrence river 
between the United States and Canada as 
a “great inland waterway and as a great 
producer of electric power.” He said such 
joint developments not only contribute 
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to the material welfare of the people of 
the neighboring countries but they pro- 
vide a way for such people to work to- 
gether in an undertaking of mutual 
benefit. 


Southern Gas Association Meets 
gy Southern Gas Association last 


month named W. L. Woodward of 
Alva, Oklahoma, president of the Zenith 
Gas system, to head the 13-state organi- 
zation for the coming year. 

The association, which represents the 
industry in coastal states from Virginia 
to Texas, and the bordering states of 
Arkansas, Georgia, New Mexico, Okla- 
homa, and Tennessee, elected the follow- 
ing officers to serve with Mr. Wood- 
ward: W. H. Ligon, Nashville Gas & 
Heating Company, first vice president ; 
Dean A. Strickland, United Gas Cor- 
poration, Houston, immediate past presi- 
dent ; E. L. Baxter, president, Arkansas- 
Western Gas Company, second vice 
president. 

More than 1,000 delegates attended the 
3-day convention. Strickland, retiring 
president, warned industry leaders that 
they must rely on association research fa- 
cilities and exchange of industry operat- 
ing data to hold down costs and to meet 
demands for expansion of service on the 
same low-price basis that has made the 
industry what he termed the nation’s 
cheapest source of fuel and energy for 
the past twenty-five years. 

Charles I. Francis of Houston, attor- 
ney who has represented the industry in 
litigation for many years, reported on 
progress of a fight to curb control of the 
Federal Power Commission over state 
operation of production and distribution 
of natural gas. 

Bureaucratic encroachment of the 
FPC on state domain, in price regula- 
tion, by decrees covering end use of nat- 
ural gas and by other restrictions has dis- 
couraged new exploration and produc- 
tion, said Francis. Low field prices en- 
courage waste of flared gas—a problem 
which would be eliminated if the indus- 
try was free to develop on a sound 
competitive basis, he asserted. 
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Georgia 


Second Gas Firm Seeks Lines 
~~ for a new $57,126,000 natural 
gas pipe-line system to serve cities in 
south and east Georgia along a 1,530- 
mile right of way were filed last month 
with the Federal Power Commission in 
Washington, D. C., by the United Gas 
Corporation of Shreveport, Louisiana. 
The Southern Natural Gas Company, 
of Birmingham, had previously filed 
plans for a $50,000,000 extension to its 
present system to serve many cities in the 
areas which the United Gas Corporation 
now wishes to tap. 


These two competing companies pro- 
pose to sell natural gas to companies now 
distributing it in several communities of 
these areas. The new system would like- 
wise bring natural gas to other communi- 
ties which now do not have it. 

Estimated annual capacity of the pro- 
posed system would be 66,753,000 cubic 
feet. 

In its application to FPC, United said 
the domestic rates for natural gas over 
its system would be 35 cents per thou- 
sand cubic feet and at the end of five 
years 25.56 cents per thousand. 


Illinois 


Seek Utility Strike Law 
BILL providing compulsory arbitra- 
tion of public utility strikes, which 
would make impossible a repetition of the 
tie-up of telephone service in much of 
Illinois, was introduced in the legislature 
recently. 

Representative Randolph, Republican 
of Chicago, offered the measure, pat- 
terned on the Indiana law. However, his 
bill would make the Illinois Commerce 
Commission responsible for arbitration. 

The Indiana law provides that the 


state conciliation service shall attempt to 
prevent strikes in essential public serv- 
ices. In case the conciliation efforts fail, 
the governor is required to appoint a spe- 
cial 3-man board of arbitration from a 
panel created by the act. Randolph’s bill 
contains no conciliation provision. 

Senators Knox and Walsh, Repub- 
lican, Chicago, announced they were 
studying similar bills and that an arbitra- 
tion proposal, also patterned on the 
Indiana law, would be put before the 
senate. 


Maryland 


Taxpayers’ Suit Dismissed 
— suit to win lower elec- 
tric and gas street-lighting rates for 
Baltimore city was dismissed on April 
15th by the court of appeals because a 
case concerning new lower rates was 


pending in the Baltimore City Circuit 
Court. 

Chief Judge Ogle Marbury said the 
court was unanimously of the opinion 
that no purpose would be served by hear- 
ing the appeal. 


Massachusetts 


Commission Order Annulled 
ee full bench of the state supreme 
court last month annulled the order 
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of the state department of public utilities 
of last July 24th which, the court ruling 
said, was in substance an attempt to fix 
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a new and lower rate for gas provided by 
the Boston Consolidated Gas Company. 

Acting on a petition brought by the 
company, the court said the order was 
an attempt to change the underlying basis 
of the fuel charge from the cost of coal, 
on which it had been based since 1942, to 
the cost of gas to the company. 

This was, in effect, an attempt to fix 
a lower rate without a public hearing, the 
high court ruling said. The supreme 


court also pointed out that the public 
utilities department declined to give con- 
sideration to evidence of the general in- 
crease of operating costs during the war. 
Thomas D. Lavelle, counsel for con- 
sumers of the Boston Consolidated Gas 
Company, and also a special corporation 
counsel, said the decision in no way af- 
fected the petition before the court for 
restitution of money claimed to have been 
collected illegally by the gas company. 


Missouri 


Bill Provides Wide Powers 


HE King-Thompson public utility 

bill, which Governor Phil M. Don- 
nelly urged passed in a joint house-senate 
address on April 15th, was reported 
aimed at preventing work stoppages and 
strikes in public utilities in Missouri. 

Under provisions of the bill, five mem- 
bers would be named by the governor as 
an arbitrating body. Two would come 
from the ranks of labor, two from man- 
agement, and a fifth not identified with 
either of the other two groups, who 
would be chairman. 

The chairman would have a full-time 
job and, while the board’s headquarters 
would be in Jefferson City, it could meet 
anywhere a strike threatened. The chair- 
man would receive a $5,000 annual salary 
and the others $15 a day while meeting, 
plus traveling expenses. 

Whenever a labor dispute arose be- 
tween employees and the management of 
a utility, the board would be kept ad- 
vised of the progress of the negotiations. 
If the disputing parties could not come 
to an agreement; and a strike or work 
stoppage threatened, then the governor 
would have the power to seize the utility 


in the name of the state and operate it 
until the parties come to an agreement. 

Governor Donnelly in his speech spe- 
cifically asked that the penalty clause of 
the bill, removed early last month in floor 
debate, be restored, and King said he was 
willing to put it back. The bill, with a 
strong penalty section, was subsequently 
put into shape by the house for passage. 


Public Utility Bonds 


. enabling bill authorizing any Mis- 
souri municipality to issue revenue 
bonds for construction or improvement 
of a municipally owned public utility or 
airport, by a four-sevenths vote in an 
election, was reported favorably last 
month by the house committee on mu- 
nicipal corporations. The measure con- 
forms to the 1945 Constitution. 

The measure, which was opposed by 
dealers in municipal bonds, would apply 
to revenue-producing water, gas, elec- 
tric, and heating plants, and airports. It 
would authorize a contest of the result of 
a bond issue election, not now permitted 
by law, and require advertising for bids 
when the bonds are sold by the mu- 
nicipality. 


Nebraska 


Labor Court Bill OK’d 


] EGISLATION providing for a court of 


industrial relations to handle labor 


disputes affecting public utilities was re- 
ported to general file last month by the 
legislative committee on labor. The com- 
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mittee voted 72 to 2 to send the bill along. 

The measure (LB 537) was recom- 
mended by Governor Peterson and in- 
troduced by Senator John McKnight. It 


seeks to eliminate strikes involving gov- 
ernmental services or public utilities, and 
to provide an orderly procedure in set- 
tling labor-management disputes, 


Texas 


Governor OK’s Strike Bill 
(— Beauford H. Jester last 
month signed his second antistrike 
bill, Senator Ben Ramsey’s antipicketing 
measure. 

Ramsey’s bill seeks to protect the pub- 
lic against strikes and sabotage of water, 
light, and gas utilities, and provides defi- 
nite penalties. Telephone systems are not 
included. 

The bill prohibits persons from picket- 
ing a utility plant or threatening its em- 
ployees if the picketing is done with the 
intention of disrupting service or results 


in the disruption of any utility service. 

A statement by Jester outlined pur- 
poses of the bill and gave his reasons for 
approving it. 

“Protection from fire and disaster by 
continued public water supply is essential 
to the public welfare ; likewise is light by 
electricity and heat by gas,” Jester said. 
“The intricacies of our way of life in this 
age of progress require that the interest 
of the public must be protected and have 
priority over the welfare of the few who 
may be engaged in controversy affecting 
their selfish interests.” 


Virginia 


Orders Commission to Plan 
Seizure 


— Tuck recently directed the 

state corporation commission as his 
agent under the Virginia Public Utility 
Labor Relations Act to proceed “forth- 
with” with plans for state seizure and 
operation of the strike-threatened Chesa- 
peake & Potomac Telephone Company of 
Virginia at 6 AM May 17th. 

An executive order signed by the gov- 
ernor also expressly invoked all provi- 
sions of the act as of that hour. 

This, in effect, was an implicit warning 
to company, union, and anyone else con- 
cerned not to interfere with or obstruct 
the state’s efforts to maintain unbroken 
the continuity of telephone service. It 
meant, among other things, that the union 
cannot advise its members to refuse to 
work for the state. 

The governor’s executive order came 
a few hours after his official proclama- 
tion declared the state’s intention of seiz- 
ing and operating telephone facilities as 
MAY 8, 1947 


of the time, 6 aM, May 17th, set by the 
Virginia Federation of Telephone Work- 
ers for a strike by the union’s approxi- 
mately 4,900 members, who represent a 
bargaining unit totaling some 5,500 
workers. 


City Seeks Court Ruling 


c é HE Portsmouth city council recently 
went to court to determine what 
franchise rights, if any, the Virginia 
Electric & Power Company may have. 

The suit was said to be the culmination 
of a series of arguments arising from 
termination at the 1946 year end of the 
contract under which the company has 
been serving the city. 

The city council wishes to establish a 
municipal power system. The city’s plans 
to sell $4,700,000 bonds to provide funds 
for construction of a power plant were 
defeated at last November’s election. 
Since that time the city has refused to 
enter into longer than a 3-year contract 
with Virginia Electric & Power. 
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The Latest Utility Rulings 


Elimination of Middleman Is Benefit 
To Ultimate Consumer 


DECISION by the Federal Power 

Commission that a certificate of 
convenience and necessity should be 
granted to the Central Illinois Public 
Service Company and not to the Ken- 
tucky Natural Gas Corporation has been 
upheld by the circuit court of appeals for 
the sixth circuit. The certificate author- 
izes a connection with the pipe line of 
Panhandle Eastern Pipe Line Company 
crossing Illinois. 

Central Illinois has been getting gas 
from Kentucky Natural at the Illinois- 
Indiana state line. It transports this gas 
westerly to areas which it serves in Illi- 
nois. Kentucky Natural gets its supply 
from the Panhandle Eastern Pipe Line 
at a point in Indiana. 

Kentucky Natural argued that it 
should be allowed to supply the other 
company with additional gas require- 
ments instead of the distributing com- 
pany getting gas directly from the pipe 
line. The court said in part: 

We believe that the fact that the con- 
struction of the proposed new facilities at 
an estimated cost of $182,900 would elimi- 
nate the necessity of the expenditure of at 
least $350,000 by Central Illinois for other- 
wise necessary improvements and additions 


to its present facilities, and the fact that the 
proposed new facilities will enable it to ob- 


tain its gas requirements for the Mattoon 
area direct from Panhandle instead of in- 
directly from Panhandle through Kentucky 
Natural, are by themselves of sufficient con- 
trolling import ance to justify the ruling of 
the commission in granting the certificate 
of public convenience and necessity to Cen- 
tral Illinois instead of to Kentucky Natural, 
both being otherwise qualified applicants. 
The elimination of an unnecessary middle- 
man between the wholesaler and the re- 
tailer is a material benefit to the ultimate 
consumer at retail. 


The basic purpose of the Natural Gas 
Act, said the court, is protection of the 
public interest. While the commission 
lacks jurisdiction to regulate local rates, 
the cost to the ultimate consumer is ma- 
terially affected by the sales price of the 
gas from the wholesaler to the retailer. 
This is a factor entitled to considerable 
weight in choosing between two compet- 
ing applicants. 

Where two applicants are both quali- 
fied to perform a proposed service, the 
court continued, the commission is neces- 
sarily called upon to rule in favor of one 
and against the other. Such a ruling can- 
not be set aside by the court unless shown 
to be arbitrary. Kentucky Natural Gas 
Corp. v. Federal Power Commission et 


al. 159 F2d 215. 


z 


Commission Cannot Collect Fee on 
Recapitalization 


To Wisconsin Supreme Court ruled 


against the commission in three 
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cases relating to fees required upon “is- 
suance of securities.” A state law pro- 
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vides that a public service corporation 
applying for authority to issue securities 
shall pay a fee of $1 per thousand for 
each $1,000 par value of each authorized 
issue of securities. 

In the case of the Lake Superior Dis- 
trict Power Company approval was asked 
for a proposal to divide each outstanding 
share of $75 par value common stock into 
3} shares of $20 par value common stock. 
The company contended that a fee was 
to be paid only on an initial issue of 
capital stock and not on a reclassification. 
The court, after reviewing the history of 
legislation on this subject, concluded that 
it was never intended to impose a fee 
upon mere certificates of stock. The 
court said: 


A mere change in the number of units or 
shares outstanding, without any increase in 
the total “capital stock” does not involve 
the issuance of any capital stock. A stock 
split up is simply a further division of the 
existing units of capital stock... . 

It is universally recognized that the “capi- 
tal stock” of a corporation is the amount 
paid in by stockholders in money, property, 
or by services, and that a share of stock 
is an undivided portion of such total capital 
stock. 

A stock certificate is merely evidence 
of the ownership of shares of stock The 
certificate is not the stock, and the issuance 
of a stock certificate is not an essential trans- 
action to create a stockholder. 


An exchange of stock certificates, the 
court continued, is not in and of itself an 
issuance of securities. Such an exchange 
can constitute an issuance of securities 


only if, in the process of the exchange, 
some class of the stock is actually in- 
creased because the corporation receives 
additional money, property, or services. 

The Madison Gas & Electric Company 
had proposed a reclassification of 30,000 
shares of $100 par value per share of 
common stock into 187,500 shares of 
common stock, having a par value of $16 
a share. This was held to be a reclassifi- 
cation of outstanding capital stock which 
was not an “issue of securities” upon 
which a fee must be paid. 

The Milwaukee Gas Light Company 
had asked approval of a change of 180,- 
000 shares of $50 per share par value 
common stock to 750,000 shares of $12 
per share par value common stock, and 
the substitution of 44 of such reduced 
par value shares for each share outstand- 
ing. Approval was also asked for the is- 
suance of 362,828 additional shares of 
$12 par value common stock to be used 
to pay the purchase price for another 
plant. The court held that no fee was 
payable on the split up of stock, 

In these cases the court also held that 
the commission, as an entity of the state, 
could be sued for recovery of a fee which 
the commission had demanded before ap- 
proving recapitalization. Lake Superior 
District Power Co. v. Public Service 
Commission, 26 NW2d 278; Madison 
Gas & Electric Co. v. Public Service 
Commission, 26 NW 2d 285; Milwaukee 
Gas Light Co. v. Public Service Com- 
mission, 26 NW 2d 287. 


e 
Trended Costs Rejected in Rate Case 


A appeal from an order rejecting a 
proposed natural gas rate increase 


was dismissed by the superior court of 
Pennsylvania. Rates fixed by the com- 
mission were held not confiscatory. No 
error of law requiring reversal was 
found. 

Fair value was held to be the proper 
rate base. In determining fair value, 
however, the commission was not bound 
by any formula. All elements of value, 
such as original cost and reproduction 
cost, should be considered. 
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The company’s proposed minimum 
rate base, higher than that fixed by the 
commission, represented the rounded 
total of reproduction cost depreciated 
with no consideration whatever for orig- 
inal cost depreciated or other value fac- 
tors. The commission gave the reproduc- 
tion cost adequate consideration, but 
properly held that such costs were not 
deemed entitled to conclusive weight. 
The commission was alleged to have 
erred in refusing to accept changes in 
price levels in estimating reproduction 
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cost. The Pennsylvania court observed : 


It would be futile to attempt to determine 
fairly reproduction cost in an abnormal price 
situation. Reproduction cost under ordinary 
circumstances and reasonably stable prices 
is a theoretical value based upon uncertain 
and fugitive data. 

But the commission is not obliged to ac- 
cept such estimates which would increase 
such theoretical value where the economic 
conditions are uncertain and unstable. Such 
weight as the estimate may have depends 
largely upon the stability of the price level 
over a period of years. We do not believe 
that under any theory appellant is entitled 
to a finding of reproduction cost new or de- 
preciated reflecting highly inflationary prices 
which are probably of temporary duration. 


Furthermore, the court decided that, 
since the commission had at least two 


z 


elements for consideration in determin- 
ing fair value (original cost depreciated 
and reproduction cost depreciated), it 
was not obliged to make a finding as to 
trended original cost either. 

The commission’s annual depreciation 
allowance was alleged to be grossly in- 
adequate. The court decided, however, 
that an allowance cannot logically or con- 
sistently be based upon fair value or re- 
production cost, but should be upon the 
book cost of depreciable and depletable 
property. There is no requirement, con- 
stitutional or otherwise, that an owner 
who embarks in a wasting asset business 
should receive, at the end, more than he 
has put into it. Equitable Gas Co. v. 
Pennsylvania Pub, Utility Commission. 


Stock Issue Exempted from Competitive Bidding 


N application by New England Gas 
& Electric Association for ex- 
emption of the sale of stock from the 
competitive bidding requirements of 
Rule U-50 was granted by the Securities 
and Exchange Commission. These se- 
curities were cumulative convertible pre- 
ferred shares and common shares, to be 
sold under the terms of a simplification 
plan. 

Successful consummation of the plan, 
it was urged by the applicant, could be 
assured only by the grant of an exemp- 
tion. New England has a debenture ma- 
turity on September 1, 1947, which, if 
not provided for, will accelerate other 
debenture maturities. New England is 
a Massachusetts voluntary association, 
Thus, as an unincorporated issuer, some 
questions arise as to the marketability of 
its securities as a result of blue-sky, in- 
surance, and other qualifications in some 


jurisdictions. This makes necessary more 
extensive preparation by the under- 
writer, in seeking out available markets, 
than would otherwise be necessary. 

Moreover, under a plan approved last 
year, New England had invited bids on 
collateral trust bonds and common 
shares. On learning that, from the con- 
dition of the market, no bids were to be 
received the company withdrew the in- 
vitation to bid. It was said that New 
England must, in the peculiar situation, 
adopt that procedure most likely to as- 
sure consummation of its recapitaliza- 
tion. 

Repetition of the experience of last 
year might be disastrous, since it might 
preclude the possibility of subsequent 
successful sale of securities by negotia- 
tion. Re New England Gas & Electric 
Asso. et al. (File Nos. 54-120, 59-34, Re- 
lease No. 7277). 


td 
Company Not Subject to Gas Act 


: e~ Federal Power Commission held 
that Pike County Light & Power 
Company is not a natural gas company 
within the meaning of the Natural Gas 
Act, This company owns and operates 


a local distribution system in the borough 
of Matamoras, Pennsylvania, which 
borders on the Delaware river. 

On the opposite side of the river, in 
the state of New York, Rockland Light 
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& Power Company serves the city of 
Port Jervis. A 6-inch pipe line across the 
river connects the two systems. 

The portion of the pipe line located 
in New York is owned and operated by 
Rockland Light & Power Company. 
The portion located in Pennsylvania, ex- 
tending from the middle of a bridge, is 
owned and operated by the Pennsylvania 
company. 

Natural gas produced in other states 


is carried by Rockland Light & Power 
Company to the New York-Pennsylvania 
state line in the middle of the bridge and 
delivered to the Pennsylvania company. 
This company carries the gas in its pipe 
line to its distribution system. Gas 
pressure maintained in the pipe line 
across the bridge and in the distribution 
system is .2 pound per square inch. Re 
Pike County Light & Power Co. (Docket 
No. G-270). 


& 


Other Important Rulings 


to increase its rate for rural multi- 
party service from $12 to $16 per year 
was approved by the Wisconsin commis- 
sion where the company’s return at the 
new rate would be about 6.1 per cent on 
estimated value. Re Newton-Manitowoc 
Telephone Co, (2-U-2293). 


Fos ONE company’s application 


The New York commission held that 
the normal course, and the one to be fol- 
lowed with comparatively few exceptions, 
with respect to security issues is to de- 
termine the basis of property and then to 
analyze earnings in order to determine 
whether there is reasonable prospect of 
interest and dividends being earned. Re 
Kings County Lighting Co. (Case 12- 
078). 


The Ohio Supreme Court upheld the 
jurisdiction of the state commission to re- 
quire a bus carrier engaged in transpor- 
tation between cities in Kentucky and 
Ohio to list his busses with the Ohio com- 
mission and to pay taxes on them as re- 
quired by Ohio statutes. The court did 
not consider that such a tax was either 
discriminatory or a burden on interstate 
commerce. Fannin v. Public Utilities 


Commission, 71 NE2d 480. 


The circuit court of appeals held that 
the Securities and Exchange Commission 
has authority to prescribe the original 
cost system of accounting for an intra- 


Nore.—The cases above referred to, where 


state subsidiary of a registered holding 
company. American Power & Light Co. 
et al. v. Securities and Exchange Com- 
misston, 158 F2d 771. 


A motor carrier which had been de- 
nied interest on undercharges awarded it 
by the district court was allowed interest 
from the date of the undercharges by the 
Federal Circuit Court of Appeals. The 
court dismissed the shipper’s contention 
that state law should be applied, pointing 
out that the shipments were interstate 
and that the suit was brought under the 
Interstate Commerce Act, T. & M. 
Transp. Co. v. Shattuck Chemical Co. 
158 F2d 909. 


The Pennsylvania Supreme Court re- 
versed a commission order canceling a 
bus certificate because of inadequate 
service where the service breakdown oc- 
curred on a hilly route during icy win- 
ter months at a time when wartime con- 
trols hampered the obtaining of new 
equipment. Re Shenandoah Suburban 
Bus Lines, Inc. 50 A2d 301. 


The Federal Circuit Court of Appeals 
denied specific performance of a contract 
providing for the transfer of a portion 
of a motor carrier certificate where the 
contract was indefinite and uncertain as 
to what the parties should do to put the 
transfer into effect. Ginsburg v. White, 
50 A2d 644. 


decided by courts or regulatory commissions, 


will be published in full or abstracted in Public Utilities Reports. 
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PUBLIC SERVICE COM. v. PANHANDLE EAST. PIPELINE CO. 


INDIANA SUPREME COURT 


Public Service Commission et al. 


Vv 


Panhandle Eastern Pipeline Company 


No. 28225 
— Ind —, 71 NE2d 117 
February 5, 1947 


PPEAL from judgment in favor of interstate pipe-line com- 
A pany contesting power of state Commission to regulate 
local sales of gas direct to industrial consumers; reversed. 
For Commission decision which was overruled by lower 
court, see Re Panhandle Eastern Pipeline Co. (Ind 1946) 63 

PUR(NS) 309. 


Appeal and review, § 6 — Right to review — Jurisdictional question — Order re- 
quiring information. 

1. An action to review a Commission order requiring an interstate gas com- 
pany to file tariffs, reports, and information is not premature in that the 
review involves jurisdiction over rates and gas sales not yet attempted to be 
exercised by the Commission, where the order constitutes an unequivocal 
assertion of power and jurisdiction to regulate rates upon sales of gas from 
an interstate pipe line direct to industrial consumers in the state, p. 132. 





: Interstate commerce, § 79 — State regulation — Rates. 

2. The fact that deliveries of gas by an interstate pipe-line company direct 
to large industrial consumers in one state constitute interstate commerce 
does not necessarily mean that the state may not under any circumstances 
intervene to regulate rates, p. 133. 


Interstate commerce, § 4 — State regulation — Failure of Federal government to 
act. 


3. The power of Congress over interstate commerce is not exclusive; and if 
the Federal government has not elected to exercise its power under the com- 
merce clause, if a transaction is not of such a nature as to require uniform 
regulation on a national basis, and if it is so local in its nature and implica- 
tions that local needs outweigh national interest, then, even though inter- 
state according to mechanical tests, the state may intervene and regulate, 


p. 134. 
' Interstate commerce, § 37 — Powers of state — Direct sale from interstate pipe 
line. 


4. A state has power to regulate sales of gas direct from interstate pipe lines 
to local consumers when the Federal government has not undertaken to regu- 
late such business, p. 136. 
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Public utilities, § 19 — Interstate gas company — Local service to industries. 
5. An interstate pipe-line company selling gas in a state indirectly to and 
for the public through distributing companies as a public utility under 
state law is also a public utility in its service direct to large industrial con- 
sumers in the state and is, therefore, subject to regulation in connection with 


such service, p. 141. 


Interstate commerce, § 23 — What constitutes — Gas transportation. 


Statement that natural gas is a commodity which may be transported as an 
article of commerce and its transmission from one state to another consti- 


tutes interstate commerce, p. 133. 


Interstate commerce, § 23 — What constitutes — Gas sales to local utilities. 
Statement that sales and deliveries of gas from interstate pipe lines to local 
utilities for resale are interstate transactions, p. 134. 

Gas, § 2.1 — Scope of Natural Gas Act — Sales for resale. 


Statement, in case relating to jurisdiction of state Commission, that the 
only sales of natural gas subject to the Natural Gas Act are those for resale, 
and that the act excludes from its operation direct sales to large industries 


for their own consumption, p. 136. 
ha 


APPEARANCES: James A. Emmert, 
Attorney General, Frank E. Coughlin, 
First Assistant Attorney General, Karl 
J. Stipher, Deputy Attorney General, 
and Urban C. Stover, Special Assis- 
tant to the Attorney General, for ap- 
pellant Public Service Commission of 
Indiana; Evans & Hebel, William P. 
Evans, and Edmond W. Hebel, all of 
Indianapolis, for appellant Indiana Gas 
& Water Co., Inc.; Vanatta, Batton & 
Harker, Robert R. Batton, of Marion, 
and Carl E. Hartley, all of Muncie, for 
Central Indiana Gas Co. ; John E. Fell, 
of Kokomo, for Kokomo Gas & Fuel 
Co.; Lawyer & Anderson, John C. 
Lawyer, and R. Stanley Anderson, all 
of Hammond, for Northern Indiana 
Public Service Co.; Ortmeyer, Bam- 
berger & Ortmeyer and Edmond F. 
Ortmeyer, all of Evansville, for South- 
ern Indiana Gas & Electric Co.; Wm. 
A. McClellan, of Greenfield, for Green- 
field Gas Co., Inc. ; Russell E. Wise, of 
Union City, and Owen S. Boling, of 
Indianapolis, of counsel for corporate 
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appellants; Frederick G. Hamley and 
John E. Benton, of Washington, D. C., 
for National Association of Railroad 
and Utilities Commissioners, amicus 
curiae; John S. L. Yost, of New 
York city, Samuel H. Riggs, of Chi- 
cago, Bowen, Mendenhall & Hunter, 
and Wm. R. Hunter, all of Winches- 
ter, Crumpacker, May, Carlisle & 
Beamer, and Geo. N. Beamer, all of 
South Bend, Barnes, Hickam, Pantzer 
& Boyd, Alan W. Boyd, and Jerry P. 
Belknap, all of Indianapolis, for appel- 
lee Panhandle Eastern Pipeline Co. 


YouncG, Judge: In this case we 
have to do with the right of the state 
of Indiana to regulate service and fix 
rates upon deliveries of natural gas 
from an interstate pipe line direct to 
large industrial consumers within the 
state. 

Appellee owns a large pipe line, 
through which it transports natural 
gas from Texas and Kansas into and 
across intervening states, including 
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Indiana, to Ohio and Michigan. At 
different points along this line, gas 
is diverted into branch or lateral lines, 
smaller in size and at lower pressure, 
to be delivered to distribution systems 
owned and operated by various munic- 
ipalities and public utility corporations 
and directly to selected, large industrial 
consumers of gas within practical dis- 
tance of its through line. 

When these proceedings started 
appellee furnished gas in Indiana to 
ten utilities, including the corporate 
appellants, and four municipalities 
who, in turn, distributed such gas to 
112,000 residential, industrial and 
commercial consumers in Indiana. 
One of these laterals takes off from 
the main line near Winchester, In- 
diana, and at the end of this lateral 
there are two branches, one leading to 
a meter house, through which deliv- 
eries are made to Indiana-Ohio Pub- 
lic Service Company, which owns a 
distribution system serving Winchest- 
er and nearby territory. The other 
branch leads to another meter house, 
through which gas is delivered direct 
to the Anchor-Hocking Glass Corpo- 
ration for its own consumption. Serv- 
ice to Anchor-Hocking is, and service 
to other large industrial consumers 
will be, under special, privately nego- 
tiated contracts, each upon terms 
agreed upon for its particular case. 

Appellee’s gas enters Indiana at a 
pressure of about 250 pounds per 
square inch in 22-inch mains. After 
reaching Indiana the pressure is re- 
duced to approximately 200 pounds 
per square inch in 16-inch mains. 
When the Winchester lateral leaves 
the main line, pressure is reduced to 
80 or 100 pounds per square inch and 
there is no provision whereby it may 
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ever be returned to the main line. 
Thereby it is segregated from the gas 
flowing interstate in the main line but 
the continuity of flow from the source 
to the meter houses is not interrupted. 
At the meter houses referred to pres- 
sure is again reduced and some deliv- 
eries are made to Anchor-Hocking at 
40 pounds per square inch and some at 
10 pounds per square inch. Deliver- 
ies are made to the Indiana-Ohio Pub- 
lic Service Company at 9 to 25 pounds 
per square inch. In both cases all 
facilities up to the pipe on the outlet 
side of the meter houses are owned 
and operated by appellee. The Win- 
chester lateral is located in part on pub- 
lic highways in Randolph county pur- 
suant to authority granted by the 
board of commissioners of that county 
to a predecessor of appellee which 
built the line. For what significance 
it may have, we know judicially that 
appellee’s main line and other laterals 
could not cross the state and branch 
out into the areas served without at 
least crossing highways and probably 
otherwise using same pursuant to ar- 
rangement with local governmental 
units. 

The quantity sold to Anchor-Hock- 
ing is many times the quantity sold to 
the Indiana-Ohio Company. Anchor- 
Hocking was the only industrial con- 
sumer in Indiana served direct by the 
appellee at the time of the commence- 
ment of these proceedings. Subse- 
quently, however, service direct to a 
DuPont plant, near Fortville, Indiana, 
was undertaken under contract and ap- 
pellee had adopted a policy of furnish- 
ing gas direct to selected large indus- 
trial consumers in Indiana, as it is do- 
ing in other states. Before appellee 
began serving Anchor-Hocking, An- 
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chor-Hocking had been buying its gas 
from a local distributing utility which, 
in turn, had purchased it from appellee 
or its predecessor. 

It appears that in like manner, as ap- 
pellee begins service direct to other 
large industrial consumers, it will, in 
most, if not all, instances supplant 
service by local public utility com- 
panies. These local distribution util- 
ities have expressed alarm that taking 
away their large customers, thereby 
decimating the volume of their sales, 
will cripple their ability to serve do- 
mestic and small commercial and in- 
dustrial consumers at fair rates. 


In this situation, the Public Service 
Commission of Indiana instituted an 
investigation of the affairs of the ap- 
pellee so far as same relate to sales 
of natural gas under contract direct to 
Anchor-Hocking Glass Corporation or 
any other industrial consumer or con- 
sumers of natural gas within the state 
of Indiana. Section 54-112, Burns’ 
1933. The corporate appellants in- 
tervened. This investigation resulted 
in an order on November 21, 1945, 
by the Public Service Commission of 
Indiana, requiring appellee to file with 
the Commission its tariffs covering 
rates, rules, and regulations pertaining 
to any and all sales of natural gas by 
appellee direct to ultimate consumers 
within the state of Indiana, and to file 
annual reports on forms prescribed by 
the Commission, so long as it con- 
tinues to distribute gas direct to any 
consumer in Indiana, and to file cer- 
tain other relevant reports and data. 
In the original order, the Commission 
concluded and said “that the distribu- 
tion in Indiana of natural gas direct 
to consumers is subject to regulation 
by this Commission under the laws of 
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this state.” It was contended by ap- 
pellee that the Commission’s order 
constituted an assumption of juris- 
diction to regulate appellee’s rates and 
service direct to consumers in Indiana, 
and that such regulations could not 
be accomplished without violation of 
the commerce clause of the Federal 
Constitution. Accordingly appellee 
filed a statutory action to secure a ju- 
dicial review of said order and to have 
said order set aside and its enforce- 
ment enjoined. 

[1] In the course of the hearing in 
the trial court, the appellant Commis- 
sion contended that the action was pre- 
mature because the order complained 
of merely required information which 
it was entitled to have, regardless of 
its power, or lack of power, to fix rates 
or otherwise regulate sales of gas by 
appellee directly to large industries 
for use by them in Indiana, and that 
no action will lie to test such power 
until the Commission attempts to ex- 
ercise same. Acting upon this con- 
tention of counsel for the appellant 
Commission, appellee offered, in writ- 
ing, to file with the Commission “all 
papers and documents specified in the 
order dated November 21, 1945, pro- 
vided the Commission desires the 
same for information purposes only 
and not as an assertion of the regula- 
tory jurisdiction of respondent’s busi- 
ness, and provided said order is so 
modified or such further order is en- 
tered by the Commission as to preclude 
the possibility of any contention here- 
after that respondent will be in any 
manner prejudiced in its right to con- 
test the jurisdiction of the Commis- 
sion to regulate its said business in the 
event the Commission shall hereafter 




















assert the right, 
or jurisdiction to 
same.” 


power, authority 
regulate the 


The Commission declined to accept 
appellee’s filing of the required papers 
upon the conditions named in the ap- 
pellee’s offer and, in doing so, the ap- 
pellant Commission made a supple- 
mental order, 63 PUR(NS) 309, 317, 
in which it asserted categorically that 
the tariffs, rates, rules and regulations, 
the annual reports and the account- 
ing information, required by the orig- 
inal order when filed, shall be deemed 
to be on file and be available, among 
other things, for use by the Commis- 
sion “in connection with the regulation 
of rates and service appertaining to 
the supplying of natural gas by Pan- 
handle direct to consumers within the 
state of Indiana.” Notwithstanding 
the language of the original and sup- 
plemental orders, the Commission con- 
tinues to take the position that its pow- 
er to regulate appellee’s sales and de- 
liveries of gas direct to large consum- 
ers in Indiana is not involved in this 
proceeding. With this contention we 
cannot agree. 

On authority of Ohio Pub. Utilities 
Commission v. United Fuel Gas Co. 
(1943) 317 US 456, 459, 465, 468, 87 
L ed 396, 398, 401, 403, 46 PUR(NS) 
257, 63 S Ct 369, we hold that the 
orders of the Commission, in this case, 
constitute an unequivocal assertion of 
power and jurisdiction to regulate and 
fix rates upon sales of natural gas from 
appellee’s interstate pipe line direct to 
large industrial consumers of gas in 
Indiana, and that they were sufficient 
to present to the trial court and to this 
court the question of the jurisdiction 
and power of appellant Commission 
to fix rates for such sales and service 
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and to make regulations with reference 
to same. 


The trial court reached the conclu- 
sion that the delivery of natural gas 
by appellee direct to industrial con- 
sumers connected with its lines con- 
stituted interstate commerce and that 
the orders of the Public Service Com- 
mission of Indiana under attack vio- 
lated the commerce clause of the Fed- 
eral Constitution, and it vacated and 
set aside the orders of the Public Serv- 
ice Commission of Indiana complained 
of and enjoined the Commission and 
the members thereof from enforcing 
said orders or any paragraph thereof. 
The Public Service Commission of 
Indiana, and the individual members 
thereof, filed a motion for a new trial 
and same was overruled. Likewise 
the corporate appellants filed motions 
for a new trial, which were overruled 
and appeals were taken to this court. 

[2] In determining whether or not 
the Indiana Commission has jurisdic- 
tion to regulate and fix rates for de- 
liveries of gas by appellee, direct to 
large industrial consumers in Indiana, 
we should first consider whether such 
deliveries constitute intrastate com- 
merce. If they do, then the state may 
regulate and what the Indiana Com- 
mission has done does not violate the 
commerce clause of the Federal Con- 
stitution. But if they constitute in- 
terstate commerce, that does not nec- 
essarily mean the state may not, un- 
der any circumstances, intervene. 

Natural gas is a commodity which 
may be transported as an article of 
commerce. Its transmission from one 
state to another constitutes interstate 
commerce. State ex rel. Corwin v. 
Indiana & Ohio Oil, Gas & Mining 
Co. (1889) 120 Ind 575, 577, 579, 
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22 NE 778, 6 LRA 579; Pennsylvania 
v. West Virginia, 262 US 553, 596, 
67 L ed 1117, 1132, PUR1923D 23, 
43 S Ct 658, 32 ALR 300; Missouri 
ex rel. Barrett v. Kansas Nat. Gas Co. 
265 US 298, 307, 68 L ed 1027, PUR 
1924E 78, 44 S Ct 544; Kansas Pub. 
Utilities Commission v. Landon, 249 
US 236, 245, 63 L ed 577, PUR1919 
C 834, 39 S Ct 268. 


Appellee contends that under the 
rule just stated where gas flows con- 
tinuously without interruption from 
out-state gas fields direct to in-state 
consumers, the deliveries to in-state 
consumers constitute interstate com- 
merce. We recognize that this is a 
sound conclusion, but it is contended 
by appellants that there is interruption 
in the flow of gas to Anchor-Hocking 
and that the sales and deliveries to 
Anchor-Hocking are, and that in the 
future sales to other large industrial 
consumers will be, intrastate in nature. 
This is predicated largely upon the fact 
that gas is diverted at low pressures 
from the main line high-pressure sup- 
ply into lateral and branch lines in 
such manner that the diverted gas can- 
not be restored to the high pressure 
main line flow. They say that the 
continuity of movement is broken; 
that the gas is segregated for a partic- 
ular intrastate use or uses and they 
apply to the “broken package” rule 
to make such sales to Anchor-Hocking 
intrastate in character. There are 
cases which apply the “broken pack- 
age” doctrine to situations not entire- 
ly dissimilar and which lend support 
to appellants’ contention. East Ohio 
Gas Co. v. Tax Commission (1931) 
283 US 465, 75 L ed 1171, 1175, 51 
S Ct 499; Southern Nat. Gas Corp. v. 
Alabama (1937) 301 US 148, 81 L 
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ed 970, 974, 975, 57 S Ct 696; Mis- 
sissippi River Fuel Corp. v. Smith 
(1942) 350 Mo 1, 164 SW2d 370, 
375. 

However, it is now well established 
that sales and deliveries from inter- 
state pipe lines to local utilities for re- 
sale are interstate transactions. Nat- 
ural Gas Act, 15 USCA § 717(b); 
Missouri ex rel. Barrett v. Kansas 
Nat. Gas Co. supra; Kansas Pub. 
Utilities Commission v. Landon, su- 
pra; Kansas State Corp. Commission 
v. Wichita Gas Co. (1934) 290 US 
561, 563, 78 L ed 500, 502, 1 PUR 
(NS) 433, 54 S Ct 321. Such sales 
and deliveries are, so far as segrega- 
tion and reduced pressures are con- 
cerned, almost exactly like sales di- 
rect to large industrial consumers. 
For example, gas for Anchor-Hocking 
and gas for the Indiana-Ohio Com- 
pany, the distributing utility serving 
the city of Winchester, and other 
towns thereabout, leave the main line 
through the same lateral and at identi- 
cal pressures. In fact they are in- 
separably a part of the same flow. 
This common flow continues until the 
lateral divides close to points of de- 
livery to Anchor-Hocking and the 
Indiana-Ohio Company. As has al- 
ready been shown, the pressures 
there, while not exactly the same to 
each, are substantially the same. If 
the segregation and reduced pressure 
for delivery to the Indiana-Ohio 
Company do not make such transac- 
tions intrastate commerce under the 
“broken package” theory, we cannot 
very consistently apply the “broken 
package” theory to almost identical de- 
liveries to Anchor-Hocking. 

[3] But we need not decide whether 
the Anchor-Hocking business and 
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prospective sales direct to other large 
industrial consumers are interstate or 
intrastate by mechanical standards. 
Even if they are interstate they still 
may be subject to state regulation un- 
der some circumstances. It has long 
been established that the power of 
Congress over interstate commerce is 
not exclusive. If the Federal govern- 
ment has not elected to exercise its 
power under the commerce clause, and 
if the transaction is not of such nature 
as to require uniform regulation on a 
national basis, and if it is so local in 
its nature and implications that local 
needs outweigh national interest then, 
even though interstate, according to 
mechanical tests, the state may inter- 
vene and regulate. Minnesota Rate 
Cases (Simpson v. Shepard) (1913) 
230 US 352, 399, 402, 57 L ed 1511, 
1541, 1542, 33 S Ct 729, 48 LRA 
(NS) 1151, Ann Cas 1916A 18; 
South Carolina State Highway Dept. 
v. Barnwell Bros. (1938) 303 US 
177, 185, 82 L ed 734, 58 S Ct 510; 
Parker v. Brown (1943) 317 US 341, 
359-363, 87 L ed 315, 63 S Ct 307; 
Cloverleaf Butter Co. v. Patterson 
(1942) 315 US 148, 155, 86 L ed 
754, 62 S Ct 491; Southern P. Co. v. 
Arizona ex rel. Sullivan (1945) 325 
US 761, 766, 89 L ed 1915, 59 PUR 
(NS) 211, 65 S Ct 1515; Kelly v. 
Washington ex rel. Foss Co. (1937) 
302 US 1, 10, 82 L ed 3, 58 S Ct 
87. 

In the Minnesota Rate Cases, supra, 
the question of the conflicting claims 
of the state and the Federal govern- 
ment, with reference to interstate com- 
merce regulations, arose. Mr. Jus- 
tice Hughes, in commenting upon this 
conflict, said, on p. 399 of 230 US, on 
p. 740 of 33 S Ct: 


“ec 


It has repeatedly been de- 
clared by this court that as to those 
subjects which require a general sys- 
tem or uniformity of regulation, the 
power of Congress is exclusive. In 
other matters, admitting of diversity of 
treatment according to the special re- 
quirements of local conditions, the 
states may act within their respective 
jurisdictions until Congress sees fit 
to act; and, when Congress does act, 
the exercise of its authority overrides 
all conflicting state legislation.” Cit- 
ing many authorities. 

Following this language, the opin- 
ion states several things affecting in- 
terstate commerce (not involved in 
the case before us) which the states 
have no right to do and then on p. 
402 of 230 US, on p. 741 of 33 S 
Ct, the court used the following lan- 
guage: 

“But within these limitations there 
necessarily remains to the states un- 
til Congress acts, a wide range for the 
permissible exercise of power appro- 
priate to their territorial jurisdiction 
although interstate commerce may be 
affected. It extends to those matters 
of a local nature as to which it is im- 
possible to derive from the constitu- 
tional grant an intention that they 
should go uncontrolled pending Fed- 
eral intervention. Thus, there are 
certain subjects having the most ob- 
vious and direct relation to interstate 
commerce, which nevertheless, with 
the acquiescence of Congress, have 
been controlled by state legislation 
from the foundation of the government 
because of the necessity that they 
should not remain unregulated, and 
that their regulation should be adapted 
to varying local exigencies ; hence, the 
absence of regulation by Congress in 
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such matters has not imported that 
there should be no restriction, but 
rather that the states should continue 
to supply the needed rules until Con- 
gress should decide to supersede them. 

Where the subject is peculiar- 
ly one of local concern, and from its 
nature belongs to the class with which 
the state appropriately deals in mak- 
ing reasonable provision for local 
needs, it cannot be regarded as left 
to the unrestrained will of individuals 
because Congress has not acted, al- 
though it may have such a relation to 
interstate commerce as to be within 
the reach of the Federal power . . . .” 


In Cloverleaf Butter Co. v. Patter- 
son, supra, the right of the state to 
act with reference to interstate com- 
merce is stated in the following words, 
beginning near the bottom of page 155 
of 315 US, at p. 495 of 62 S Ct: 

ge’ It has long been recognized 
that in those fields of commerce where 
national uniformity is not essential, 
either the state or Federal government 
may act. Wilson v. Black Bird Creek 
Marsh Co. (1829) 2 Pet (27 US) 
245, 7 L ed 412; California v. Thomp- 
son (1941) 313 US 109, 114, 85 L ed 
1219, 39 PUR(NS) 55, 61 S Ct 930, 
932. Where this power to legislate 
exists, it often happens that there is 
only a partial exercise of that power 
by the Federal government. In such 
cases the state may legislate freely up- 
on those phases of the commerce which 
are left unregulated by the nation. But 
where the United States exercises its 
power of legislation so as to conflict 
with a regulation of the state, either 
specifically or by implication, the state 
legislation becomes inoperative and the 
Federal legislation exclusive in its 
application.” 
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These cases, and the language which 
we have quoted from them, establish 
that a state may interfere with inter- 
state commerce under some circum- 
stances and indicate those circum- 
stances to be much as we have set 
them forth above. 

The cases cited show a substantial 
abandonment of the mechanical test 
of when and where interstate com- 
merce ends and intrastate commerce 
begins and test the right of states to 
regulate and tax local phases of inter- 
state commerce by recognizing con- 
flicting state and Federal interests and 
attempting to compose and accommo- 
date and adjust the competing de- 
mands that are inherent in our dual 
form of government. United States 
v. South-Eastern Underwriters Asso. 
(1944) 322 US 533, 546, 547, 88 L 
ed 1440, 64 S Ct 1162. And the 
trend of the later cases is as stated in 
Prudential Ins. Co. v. Benjamin 
(1946) 328 US 408, 90 L ed 1342, 
66 S Ct 1142. In that case the broad- 
ening of the field of Federal interven- 
tion in interstate commerce was dis- 
cussed and then the following language 
was used at p. 1150 of 66 S Ct: 

"2 the tendency also has run 
toward sustaining state regulatory and 
taxing measures formerly regarded as 
inconsonant with Congress’ unexer- 
cised power over commerce, and to 
doing so by a new, or renewed, empha- 
sis on facts and practical considera- 
tions rather than dogmatic logistic. 

” 

[4] Under the language and hold- 
ings of the cases above cited and quot- 
ed, the circumstances of the case be- 
fore us seem to permit state regulation 
of sales direct from interstate pipe 
lines to Indiana consumers. In reach- 






























ing this conclusion we find the first 
prerequisite of state control, i.e. that 
the Federal government has not un- 
dertaken to regulate such business. 
No regulation of interstate natural gas 
pipe lines and distribution by and 
through same was attempted by the 
Federal government until Congress 
passed the Natural Gas Act in 1938. 
15 USCA § 717 et seq. By the Nat- 
ural Gas Act, § 1(b), Congress limit- 
ed the application of the act by the 
following language: 

“The provisions of this chapter shall 
apply to the transportation of natural 
gas in interstate commerce, to the sale 
in interstate commerce of natural gas 
for resale for ultimate public consump- 
tion for domestic, commercial, indus- 
trial, or any other use, and to natural 
gas companies engaged in such trans- 
portation or sale, but shall not apply to 
any other transportation or sale of nat- 
ural gas or to the local distribution 
of natural gas or to the facilities used 
for such distribution or to the produc- 
tion or gathering of natural gas.” 
(Our italics. ) 

It will be seen that the only sales 
of natural gas subject to the statute are 
those for resale. Specifically it does 
not apply to any other sales, which 
definitely excludes from its operation 
direct sales to large industries for their 
own consumption. Panhandle East- 
ern Pipe Line Co. v. Federal Power 
Commission (1945) 324 US 635, 
646, 89 L ed 1241, 58 PUR(NS) 100, 
65 S Ct 821; Colorado Interstate Gas 
Co. v. Federal Power Commission 
(1945) 324 US 581, 588, 89 L ed 
1206, 58 PUR(NS) 65, 65 S Ct 829. 

The statute followed the decided 
cases. The Supreme Court had held 
that states could not regulate the sale 


PUBLIC SERVICE COM. v. PANHANDLE EAST. PIPELINE CO. 


137 




































of natural gas from interstate pipe 
lines to local utilities for resale and 
distribution through local distribution 
systems. Missouri ex rel. Barrett v. 
Kansas Nat. Gas Co. supra; Kansas 
State Corp. Commission v. Wichita 
Gas Co. supra. 

Likewise, it had been established 
that the states did have jurisdiction 
over sales by local distributing com- 
panies, even though the gas had come 
directly from interstate pipe lines. 
Kansas Pub. Utilities Commission v. 
Landon, supra; Pennsylvania Gas Co. 
v. Public Service Commission, 252 
US 23, 64 L ed 434, PURI920E 18, 
40 S Ct 279. 


The statute, therefore, served to af- 
firm and implement the rights of con- 
trol, which the cases had already estab- 
lished. That this was the intent of 
Congress is shown by the legislative 
history of the statute. Ohio Pub. 
Utilities Commission v. United Fuel 
Gas Co. supra; Illinois Nat. Gas Co. 
v. Central Illinois Pub. Service Co. 
(1942) 314 US 498, 506, 507, 86 L 
ed 371, 42 PUR(NS) 53, 62 S Ct 
384; Colorado Interstate Gas Co. v. 
Federal Power Commission, supra, 
324 US at p. 600; Federal Power 
Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 609, 610, 88 L 
ed 333, 51 PUR(NS) 193, 64 S Ct 
281. 

Referring to the legislative history 
of the act, and speaking of the scheme 
of the regulation intended by the Nat- 
ural Gas Act, the Supreme Court said, 
in Ohio Pub. Utilities Commission v. 
United Fuel Gas Co. supra, 317 US 
at p. 467, 46 PUR(NS) at p. 264, 63 
S Ct at p. 375: 

“It is clear, as the legislative history 
of the act amply demonstrates, that 
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Congress meant to create a compre- 
hensive scheme of regulation which 
would be complementary in its opera- 
tion to that of the states, without any 
confusion of functions. The Federal 
Power Commission would exercise 
jurisdiction over matters in interstate 
and foreign commerce, to the extent 
defined in the act, and local matters 
would be left to the state regulatory 
bodies. Congress contemplated a 
harmonious, dual system of regulation 
of the natural gas industry—Federal 
and state regulatory bodies operating 
side by side, each active in its own 
sphere. See H. Rep. No. 2651, 74th 
Cong. 2d Sess. pp. 1-3; H. Rep No. 
709, 75th Cong. Ist Sess. pp. 1-4; 
Sen. Rep. No. 1162, 75th Cong. 1st 
(Our italics. ) 

Inferentially this means that those 
transactions over which jurisdiction 
was not given to the Federal Power 
Commission may be considered as lo- 
cal matters and left to state regulatory 
bodies. And again we remember that 
among transactions not included in 
the act are direct sales to large indus- 
trial consumers. 

Report No. 709, 75th Cong. Ist 
Sess., referred to in the quotation from 
the United Fuel Gas Co. Case, reads 
as follows: 


“ce 


Sess.” 


If enacted, the present bill 
would for the first time provide for 
the regulation of natural gas companies 
transporting and selling natural gas 
in interstate commerce. It confers ju- 
risdiction upon the Federal Power 
Commission over the transportation 
of natural gas in interstate commerce, 
and the sale in interstate commerce of 
natural gas for resale for ultimate pub- 
lic consumption for domestic, com- 
mercial, industrial, or any other use. 
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The states have, of course, for many 
years regulated sales of natural gas to 
consumers in intrastate transactions. 
The states have also been able to regu- 
late sales to consumers even though 
such sales are in interstate commerce, 
such sales being considered local in 
character and in the absence of con- 
gressional prohibition subject to state 
regulation. See Pennsylvania Gas Co. 
v. Public Service Commission, supra. 
There 1s no intention in enacting the 
present legislation to disturb the states 
in their exercise of such jurisdiction. 
However, in the case of sales for re- 
sale, or so-called wholesale sales, in in- 
terstate commerce (for example, 
sales by producing companies to dis- 
tributing companies) the legal situa- 
tion is different. Such transactions 
have been considered to be not local in 
character and, even in the absence of 
congressional action, not subject to 
state regulation. See Missouri ex rel. 
Barrett v. Kansas Nat. Gas Co. 265 
US 298, 68 L ed 1027, PUR1924E 
78, 44 S Ct 544, and Rhode Island 
Pub. Utilities Commission v. Attle- 
boro Steam & Electric Co. 273 US 83, 
71 Led 549, PUR1927B 348, 47 S Ct 
294. The basic purpose of the present 
legislation is to occupy this field in 
which the Supreme Court has held that 
the states may not act. (Our 
italics. ) 


This language of the report clearly 
indicates the intent of Congress. It 
clearly indicates that the only sales 
to be regulated under the provisions 
of the bill were sales to local distribut- 
ing utilities for resale. Failure to in- 
clude sales direct to large industrial 
consumers indicates the thought upon 
the part of Congress that uniformity 
is not required in such sales and that 


138 








eR 








——_ enhoobtm sh ope of ww eee we ewe ek we hem lUcrereretlCUr eae ae aS 


iny 


Ju- 





they are so local in nature as properly 
to be left to state regulation. 

We seem to have all the prerequi- 
sites to state intervention. Congress 
has not elected to exercise its power 
under the commerce clause. Uniform- 
ity in control of direct sales from in- 
terstate pipe lines to large industrial 
consumers does not seem to be neces- 
sary. There is nothing in the record 
to indicate that it is. Conditions will 
differ from area to area and the vary- 
ing needs will be met by varying pro- 
cedures. Furthermore, the fact that 
there has been no uniformity, so far as 
the record shows, up to this time, and 
the additional fact that Congress 
rather deliberately left regulation of 
such sales out of its regulatory scheme 
are also indicative that uniformity is 
not necessary, or at least that Congress 
did not believe it to be necessary after 
investigation and reports by the Fed- 
eral Trade Commission and hearings 
upon the bill, in which we may assume 
that the pertinent facts, with reference 
to character of regulation needed, 
were developed. It would also seem 
that Congress did not believe the na- 
tional interest in the regulation of such 
business outweighed local needs, and 
the logic of the situation seems to sup- 
port such position. The state of In- 
diana, in its scheme of utility regu- 
lation, controls sales to all other con- 
sumers of gas brought into Indiana 
through interstate pipe lines. The 
sales by local distribution utilities are 
regulated by the state. The record 
shows that many industrial consumers 
are thus provided with natural gas 
derived from exactly the same source. 
If sales to some are regulated by the 
state and others are free from regu- 
lation, confusion is natural. 
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Also, if Indiana may not regulate 
the sale of natural gas from interstate 
pipe lines direct to large industrial con- 
sumers in Indiana, such sales and de- 
liveries will not be regulated at all 
under present law. The result will 
not only be that the pipe-line owners, 
free of regulation, will have advantage 
over regulated local utilities in com- 
peting for business from large indus- 
trial consumers, but the customers of 
the pipe line may be given advantage 
over the customers of the local util- 
ities. Local utilities whose costs per 
unit of gas have been increased by the 
reduced volume of sales caused by the 
direct deliveries from the pipe lines will 
be entitled to higher rates and result- 
ing price disparity unfavorable to cus- 
tomers of the local utilities will tend to 
break down the state system of regula- 
tion which will have fixed, and appear 
to be responsible for, the unfavorable 
local rates. This probable result, it 
seems to us, is a weighty consideration 
in balancing national interest against 
local need. 

While the exact question now before 
this court has never been decided by 
the Supreme Court of the United 
States, cases have been cited which 
seem to us to be persuasive. 

In the cases of Kansas Pub. Utilities 
Commission v. Landon, supra; Penn- 
sylvania Gas Co. v. Public Service 
Commission, supra; East Ohio Gas 
Co. v. Tax Commission, supra; and 
Missouri ex rel. Barrett v. Kansas 
Nat. Gas Co. supra, deliveries of nat- 
ural gas to consumers were held to be 
so local in nature as to permit state 
regulation and control. 

The Landon Case, the Pennsylvania 
Gas Co. Case and the East Ohio Gas 
Co. Case all held that gas taken from 
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interstate pipe lines and delivered to 
consumers was subject to state regula- 
tion. It is true that these cases all 
involve sales in municipalities but the 
fact remains that the gas was all inter- 
state gas and flowed directly from 
the points where captured through in- 
terstate pipe lines and distribution sys- 
tems to consumers. In the Landon 
Case service to consumers was not di- 
rectly from the pipe line. There was 
an intervening distributing company. 
But in the other two cases gas was 
supplied to consumers by the pipe-line 
company using distribution systems 
owned by it directly from sources out- 
side the state. In all three cases the 
business was held to be so local in na- 
ture as to permit state interference 
by taxation or regulation. The Su- 
preme Court, in later cases, seems to 
us to have indicated that the result in 
the Pennsylvania Gas Co. Case was 
predicated largely upon the fact that 
the sales involved were to consumers. 
Illinois Nat. Gas Co. v. Central IIl- 
inois Pub. Service Co. supra, 314 US 
at p. 505, 42 PUR(NS) at p. 56, 62 
S Ct at p. 387; Jersey Central Power 
& Light Co. v. Federal Power Com- 
mission (1943) 319 US 61, 87 L ed 
1258, 48 PUR(NS) 129, 63 S Ct 
953. In the Barrett Case, which did 
not involve sales to consumers but to 
distributing companies for resale, the 
Landon Case and the Pennsylvania 
Gas Co. Case were discussed and it 
was said, on p. 309 of 265 US, on pp. 
82, 83 of PUR1924E, on p. 546 of 44 
S Ct: 

“Tn both cases the things done were 
local and were after the business in 
its essentially national aspect had come 
to and end. The distinction which 
constitutes the basis of the present de- 
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cision is clearly recognized in the Lan- 
don Case. The business of supplying, 
on demand, local consumers, is a local 
business, even though the gas be 
brought from another state and 
drawn for distribution directly from 
interstate mains; and this is so wheth- 
er the local distribution be made by 
the transporting company or by in- 
dependent distributing companies. In 
such case the local interest is para- 
mount, and the interference with inter- 
state commerce, if any, indirect and of 
minor importance. hs 

By this language the Supreme Court 
of the United States seems to us to 
indicate that the test is whether or not 
local business is involved and that sup- 
plying the local consumers is a local 
business. It does not seem to be ma- 
terial whether the service is by the 
transporting company or by an inde- 
pendent distributing company. In 
the case before us the sales are and will 
be to local customers for their own 
consumption. Therefore, paraphras- 
ing the language quoted, the local in- 
terest is paramount and interference 
with interstate commerce, if any, is of 
minor importance and permissible. 

In the case of Southern Nat. Gas 
Corp. v. Alabama, supra, the validity 
of a franchise tax in a pipe-line com- 
pany was involved. The pipe-line 
company furnished natural gas to 
three distributing utilities and this 
business was, of course, interstate un- 
der the Natural Gas Act and the deci- 
sions we have already cited. It also 
distributed gas directly to one large in- 
dustrial consumer. The gas to this 
consumer was delivered in continuous 
movement from out-state gas fields. 
The court held that the tax was valid 
and in doing so indicated that the sale 
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of gas to the one industrial consumer 
was so local or intrastate in nature as 
to justify the tax, which could not be 
imposed if the pipe-line company was 
engaged only in interstate commerce. 

There are many other cases cited 
by the parties on this phase of the 
case which have been helpful in reach- 
ing our conclusion. We have exam- 
ined all of them, but discussion of more 
of them would only unnecessarily fur- 
ther prolong this opinion. 

We may add in connection with our 
comment on the decided cases that we 
have had in mind that taxation by a 
state and the exercise of its police 
power are not always justified by the 
same facts. It very recently has been 
said by the Supreme Court of the 
United States (Freeman v. Hewit 
[1946] — US —, 91 L ed —, 67 S 
Ct 274, 277) that state taxation of lo- 
cal aspects of interstate commerce will 
be more carefully scrutinized and more 
consistently resisted than state regula- 
tion under the police power. After 
weighing the competing state and Fed- 
eral interests, interference with local 
phases of interstate commerce by regu- 
lation may be allowed when interfer- 
ence by taxation would not be. It is 
pointed out that there are always other 
sources from which revenue may be 
derived by taxation and that revenue 
serves as well no matter what its 
source, whereas, as said by the court 
in the Freeman v. Hewit Case, supra, 
A police regulation of local 
aspects of interstate commerce is a 
power often essential tto a state in 
safeguarding vital local interests. At 
least until Congress chooses to enact 
a nation-wide rule, the power will not 
be denied to the state. The Minnesota 
Rate Cases (Simpson v. Shepard 


[1913]) 230 US 352, 402 et seq., 
57 L ed 1511, 33 S Ct 729, 48 LRA 
(NS) 1151, Ann Cas 1916A 18; 
South Carolina State Highway Dept. 
v. Barnwell Bros. (1938) 303 US 177, 
625, 82 L ed 734, 58 S Ct 510; Union 
Brokerage Co. v. Jensen (1944) 322 
US 202, 209-212, 88 L ed 1227, 64 
S Ct 967, 972, 973, 152 ALR 1072. 


This leniency toward the police 
power as compared with the taxing 
power of the states inures to the benefit 
of appellants in the case before us, not 
only in considering the merits of the 
differences involved, but in weighing 
the value of the decided cases as prece- 
dents. 

[5] Suggestion is made by appellee, 
but not very vigorously urged, that 
it is not a public utility in its service 
direct to large industrial consumers in 
Indiana, and is, therefore, not subject 
to regulation in connection with such 
service. By the Natural Gas Act, 
§ 1(a), it appears that the natural gas 
business had been investigated by the 
Federal Trade Commission and re- 
ports had been made to Congress, and 
upon the basis of such investigation 
and reports Congress declared that the 
business of transporting and selling 
natural gas for ultimate distribution 
to the public is affected with a public 
interest, and it is traditionally accepted 
that any business affected with a pub- 
lic interest is subject to regulation and 
control. 

We also have an Indiana statute 
which defines a public utility, subject 
to control of the Indiana Public Serv- 
ice Commission, to be “. every 
corporation . . . , that now or 
hereafter may own, operate, manage, 
or control any . . . plant or equip- 
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ment . . . forthe .. . trans- 
mission, delivery, or furnishing of 
heat, light, water or power 

either directly or indirectly to or for 
the public § 54-105, Burns’ 
1933. 

Another Indiana statute became law 
on February 26, 1945, before the or- 
ders involved in this action were made 
by the Indiana Public Service Com- 
mission. Acts of 1945, Chap 53, p. 
110. This act adds an additional sec- 
tion to the Indiana Public Service 
Commission Act aimed directly at the 
natural gas business, and by the act a 
“gas utility” was defined to mean and 
include “any public utility selling or 
proposing to sell or furnish gas di- 
rectly to any consumer or consumers 
within the state of Indiana for his, its, 
or their domestic, commercial, or in- 
dustrial use.” Certainly appellee is 
selling and proposing to sell gas di- 
rectly to consumers in Indiana. 

The bottom question on this phase 
of the case is whether the appellee is 
furnishing gas in Indiana directly or 
indirectly to or for the public. Ad- 
mittedly it is selling gas in Indiana in- 
directly to and for the public through 
distributing companies and that makes 
it a public utility under the Indiana 
statute, subject to regulation and con- 
trol by the Indiana Public Service 
Commission. Also admittedly it is 
selling and proposing to sell gas di- 
rectly to consumers within the state. 
This part of its business and its inter- 
state transportation and its sales to 
local distributing utilities are so inte- 
grated that in any practical considera- 
tion of the state’s right to regulate 
direct sales to consumers that activity 
must be appraised as a part of its en- 
tire business in Indiana. Its rights 


and duties with reference to such direct 
sales, must be determined in the light 
of its over-all character in the state 
of Indiana. It will compete with lo- 
cal activities in soliciting industrial 
business and will be in position to dis- 
criminate in its service and in its rates 
and in its regulations. This freedom is 
inconsistent with all concepts of the 
duties and obligations of a person or 
corporation engaged in such business. 

The primary duty of a public util- 
ity is to serve on reasonable terms all 
those who desire the service it renders. 
This duty does not permit it to pick 
and choose and to serve only those 
portions of the territory which it finds 
most profitable, leaving the remainder 
to get along without the service which 
it alone is in a position to give. United 
Fuel Gas Co. v. Kentucky R. Commis- 
sion, 278 US 300, 309, 73 L ed 390, 
396, PUR1929A 433, 49 S Ct 150; 
Industrial Gas Co. v. Public Utilities 
Commission (1939) 135 Ohio St 408, 
29 PUR(NS) 89, 92, 21 NE2d 166, 
168. From the last-named case, we 
quote the following: 

“It may well be urged that a corpo- 
ration, calculated to compete with pub- 
lic utilities and take away business 
from them, should be under like regu- 
latory restriction if effective govern- 
mental supervision is to be maintained. 
Actual or potential competition with 
other corporations whose business is 
clothed with a public interest is a fac- 
tor to be considered; otherwise cor- 
porations could be organized to op- 
erate like appellant and in competition 
with bona fide utilities until the whole 
state would be honey-combed with 
them and public regulation would be- 
come a sham and delusion. 

“What appellant seeks to do is to 
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pick out certain industrial consumers 
in select territory and serve them un- 
der special contracts to the exclusion 
of all others except such private or 
domestic consumers as may suit its 
convenience and advantage. There 
were other industrial consumers with 
whom the appellant refused or failed 
to agree and so did not serve them. 
If such consumers were served at all, 
it must necessarily be by a competitor. 
If a business so carried on may escape 
public regulation then there would 
seem to be no valid reason why ap- 
pellant may not extend the service to 
double, triple or many times the num- 
ber now served without being amen- 
able to regulative measures.” 

The law, as declared in Industrial 
Gas Co. v. Public Utilities Commis- 
sion, supra, seems to us fair, reason- 
able, and logical and, when applied to 
the facts in the case before us, leaves 
appellee unquestionably in the posi- 
tion of a public utility subject to regu- 
lation. 

The same thought which was behind 
the Ohio Case, just cited and quoted, 
with which thought we agree, was 
also incorporated in Re Potter De- 
velopment Co. (1939) 32 PUR(NS) 
45, decided by the Public Service 
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Commission of New York. In that 
case, the Potter Company sold natural 
gas to the Corning Glass Works. The 
Potter Company obtained its gas from 
an interstate transmission line and 
piped it to the Corning Glass Works, 
which is located in the city of Corning, 
New York. The glass works was the 
only customer served by the Potter 
Company, but the interstate pipe line 
also furnished gas to an affiliate which, 
as a public utility, operated the gas 
distribution system in the city of Cor- 
ning. There was a proceeding to de- 
termine whether the Potter Company 
was a public utility subject to regula- 
tion by the New York Public Service 
Commission. The Commission held 
that it was, and, in support of its hold- 
ing, argued that to hold otherwise 
would invite widespread circumven- 
tion of the Public Service Law and 
would result in a multitude of com- 
panies supplying gas under special 
contracts in competition with public 
utilities and indicated that such a situa- 
tion would be intolerable. 


Reversed with instructions to enter 
judgment denying plaintiff the relief 
. sought. 


Emmert, J., not participating. 
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MARYLAND PUBLIC SERVICE COMMISSION 


MARYLAND PUBLIC SERVICE COMMISSION 


Re Consolidated Gas Electric Light & 


Power Company of Baltimore 


Case No. 4661, Opinion and Order No. 42921 
December 30, 1946 


EOPENING of proceeding to determine reasonableness of gas 
R and electric rates; reduction of electric rates ordered and 
increased gas and steam-heating rates allowed. For earlier 

Commission decision, see (1945) 61 PUR(NS) 94. 


Rates, § 375 — Minimum charges — Gas service. 


1. A minimum charge of $1 per month for domestic gas service, covering 
a consumption of 400 cubic feet of gas, was allowed in a city rate district, 
in the light of the costs clearly attributable to the initial block of service, 
p. 146. 

Rates, § 146 — Reasonableness — Cost of service. 


2. Proposed increases in gas and steam service rates were deemed just and 
reasonable in view of the progressively higher costs experienced in those 
operations and the consequent decrease in operating income, p. 146. 
Rates, § 196 — Unit for rate making — Merchandise operations. 
3. A gas and electric company’s merchandise operations are load building 
and utility in character for rate-making purposes, p. 148. 
Expenses, § 109 — Tax reduction — Bond refunding. 


4. A tax reduction effected through the refunding of a gas and electric 
company’s bonds is nonrecurring and nonutility in character for rate-making 
purposes, p. 148. 


Expenses, § 33 — Amortization of war emergency facilities — Credit to deprecia- 
tion reserve. 

5. The amount which a gas and electric company has credited to the Depre- 
ciation Reserve as equivalent to the tax reduction resulting from the amorti- 
zation of war emergency facilities under § 124 of the Internal Revenue Code, 
26 USCA § 124, is a proper operating expense, p. 148. 

Return, § 83 — Gas and electric company. 
6. A return of not less than 54 per cent and not more than 6 per cent was 
deemed fair and reasonable for a gas and electric company, p. 149. 

* 


APPEARANCES: Philip H. Dorsey, John Henry Lewin, for The American 
Jr., People’s Counsel, Simon E. Sobe- Rolling Mill Company; George A. 
loff, and Thomas J. Tingley, for the Finch, for various taxpayers; Michael 
Mayor and City Council of Baltimore; Paul Smith, and W. Albert Menchine, 
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XUM 


RE CONSOLIDATED GAS ELEC. L. & P. CO. OF BALTIMORE 


for County Commissioners of Balti- 
more County; Edwin M. Sturtevant, 
and Clarence W. Miles, for Consoli- 
dated Gas Electric Light and Power 
Company of Baltimore. 


By the Commission: On Novem- 
ber 23, 1945, the Commission filed its 
opinion and entered its Order No. 
41554, 61 PUR(NS) 94, establish- 
ing the fair value for rate-making pur- 
poses of the property of Consolidated 
Gas Electric Light and Power Com- 
pany of Baltimore as of December 31, 
1944, and finding that a return there- 
on of not less than 5} per cent and not 
more than 6 per cent would be reason- 
able. As the return earned in the year 
1944 came within these limits, the 
Commission dismissed the investiga- 
tion of the rates of the utility which it 
had itself instituted following a re- 
quest of people’s counsel that a study 
of the earnings be made with the view 
of entering into informal negotiations 
for a reduction of electric rates. 

By the same order the Commission 
dismissed the complaint of the mayor 
and city council of Baltimore against 
the rates charged the municipality by 
the Consolidated Company for street 
lighting and other services under vari- 
ous contracts, and the intervening peti- 
tions in that proceeding, Case No. 
4648, the two cases having been 
consolidated for the purpose of hear- 
ing. 

As several incorrect figures were in- 
advertently used in the Commission’s 
opinion and order of November 23, 
1945, the Commission on November 
30, 1945, filed a memorandum and en- 
tered its Order No. 41566, modifying 
its previous order and establishing the 
value of the Consolidated Company’s 
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property on December 31, 1944, as 
$148,376,143. 

The reports filed with the Commis- 
sion by Consolidated Company pur- 
suant to the requirements of its Order 
No. 41554 of November 23, 1945, 
having indicated such an increase in 
the net revenues from its electric serv- 
ice and such a decrease in the net reve- 
nues from its gas service as to war- 
rant the reopening of the investigation, 
the Commission, by its Order No. 
42591 entered herein on September 4, 
1946, accordingly reopened the pro- 
ceeding and entered into an investiga- 
tion and inquiry to enable it to deter- 
mine and prescribe the rates to be 
charged and collected by the utility. 

Proceedings had been instituted in 
the circuit court of Baltimore city by 
various parties of interest in the cases 
before the Commission to have vacated 
and set aside the Commission’s Order 
No. 41554, as modified by Order No. 
41566, and the court, following the 
entry of the Commission’s order of 
September 4, 1946, transmitted to the 
Commission the evidence adduced in 
the proceedings before the court, pur- 
suant to the order of the court entered 
on September 17, 1946, staying the 
proceedings before the court in Cases 
Nos. A28784, A28788, A28798, and 
A28845 in so far as they relate to the 
above-entitled case. 


Thereafter the Commission by its 
Order No. 42670 dated October 2, 
1946, rescinded Order No. 41554 and 
Order No. 41566, with the exception 
of paragraph (3) of Order No. 41554 
relating to the dismissal of the com- 
plaint of the mayor and city council of 
Baltimore in Case No. 4648 and the 
intervening petitions therein. 

The reopened proceeding came on to 
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be heard on November 19, 1946, and 
the hearing, which occupied four days, 
was concluded on November 27, 1946. 

As before stated, the Commission 
was moved to reopen the case by the 
decrease in net revenues from the gas 
service and the increase in net reve- 
nues from the electric service, as dis- 
closed by the reports filed by the Con- 
solidated Company. While in its deci- 
sion last year the Commission adhered 
to its practice of determining a rate 
base for the combined services, the 
larger earnings from the electric opera- 
tions and the much smaller earnings 
from the gas operations subsequent to 
the decision were deemed by the Com- 
mission to require that the case be 
reopened so that the Commission 
might determine and prescribe the 
rates to be charged in the light of the 
changed conditions. This action did 
not involve any change in the position 
of the Commission respecting the uni- 
fied rate base, nor was it intended to 
reopen the other controverted matters 
which had been raised in the earlier 
hearings and passed upon by the Com- 
mission in its decision. 

After hearing the opening state- 
ments of all counsel, the Commission 
announced that it proposed to confine 
the hearings in the reopened proceed- 
ing to a consideration of testimony 
necessary to bring the company’s rate 
base to date and the changes in its op- 
erating income since December 31, 
1944, as shown by the Commission’s 
opinion in November, 1945. It was 
further stated that the Commission 
would not change its determination of 
any of the basic issues considered at 
length in the last hearings. 


Shortly after the passage of the or- 
der reopening the case the company 


filed a complaint and petition seeking 
authority to increase its rates for gas 
and steam services. Revised schedules 
for these services were filed with the 
petition, which were estimated by the 
company to produce about $2,500,000 
additional revenue annually for the 
gas service and about $150,000 for the 
steam-heating service. The proposed 
gas service tariff contains rate sched- 
ules calculated to bring the company’s 
earnings from the gas service to the 
level they were when the Commission 
passed upon the rates of the company 
in its last decision. 

[1] The principal change proposed 
in the gas rate schedule covering do- 
mestic service is the introduction of a 
minimum charge of $1 per month. 
For this charge a consumption of 400 
cubic feet is allowed in the city rate 
district. The evidence showed that 
such a charge was reasonable in the 
light of the costs clearly attributable to 
the initial block of service. Under the 
present schedule a user of 400 cubic 
feet of gas in a month would pay 34 
cents, or an increase of 66 cents under 
the revised schedule; if the use were 
less, the increase would be even great- 
er, ranging up to a maximum of $1 
for the customer who uses no gas. 
However, those using large quantities 
of gas for cooking and water heating 
will get a slight reduction. An increase 
of 10 cents per 1,000 cubic feet in the 
rate charged for the consumption for 
house heating is also proposed. The 
increases for the house heating, and 
those proposed for the commercial and 
industrial users, are less than the in- 
crease in the cost of supplying the gas 
that has occurred since the existing 
rates were established. 


[2] An important feature of the pro- 
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posed schedules is the establishment 
of a fuel rate adjustment based upon 
the cost of all fuels used in the pro- 
duction of gas, including purchased 
gas, to be applicable to all consump- 
tion. 

The steam service, provided only 
in the central section of Baltimore, is 
confined to commercial users, office 
buildings, and some few industrial 
users. The evidence showed the pro- 
posed schedules of rates for this serv- 
ice were no higher than necessary 
to compensate the company for the 
increased costs of rendering the serv- 
ice. 

Each of the proposed tariffs, gas and 
steam, contains a complete statement 
of the terms and conditions of render- 
ing service, which appear to be proper 
and desirable if the new rates for such 
services are permitted to be made ef- 
fective. 

In its petition the company suggest- 
ed that the entire increase of $2,650,- 
000 from the new gas and steam rates, 
if allowed by the Commission, be ap- 
plied to a reduction in the rates for 
electric service. 


The revenues from the gas opera- 
tions are slightly more than in 1944, 
being $12,131,961 for the twelve 
months ending August 31, 1946, as 
against $12,008,315 during the calen- 
dar year 1944. However, the gas op- 
erating expenses have increased at a 
much greater rate during this same pe- 
riod, going from $8,071,910 to $9,- 
242,276. In 1944, the operating in- 
come was $1,341,324, and in 1946, for 
ten months actual and two months es- 
timated, it is only $533,000. The evi- 
dence indicated that the declining trend 
of the company’s gas earnings is at- 
tributable to the increasing costs of 


supplying the gas, which is expected 
to continue. 

The steam-heating operations were 
conducted at a loss during the year 
1944; to date there has been no real 
improvement in the situation and the 
service is still being operated at a loss. 
The company’s witness testified that 
the new schedules were established to 
meet the increasing costs of service and 
provide earnings that will not affect 
the electric load-building benefits of 
the service and not be unfair to con- 
sumers who have installed the service. 
The estimated operating income un- 
der the proposed schedules is $113,- 
000, if the fuel prices remain as of 
October, 1946. 

In view of the progressively higher 
costs experienced in the gas and steam- 
heating operations and the consequent 
decrease in the operating income from 
these services, the Commission finds 
that the proposed rate schedules for 
these services are just and reasonable. 

While the return from the gas and 
steam-heating services have been de- 
creasing, the return from the electric 
operations has increased sufficiently to 
overcome the decrease from the other 
operations and to bring about an in- 
crease in the over-all earnings. The 
more fortunate situation, as respects 
the electric business, results from sev- 
eral factors, one of the most important 
being the much greater quantity of 
energy received from the hydro plants 
on the Susquehanna river during 1945 
and a considerable part of 1946, than 
during 1944. The additional kilowatt 
hours thereby made available to the 
company in 1946 decreased its gener- 
ating expenses by ahout $1,080,000. 
The flow of the river has been much 
above normal—a condition that could 
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not, of course, have been predicted. 
More recently, however, the flow has 
fallen to such an extent that now it is 
considerably less than normal. 

[3-5] In its determination of a ba- 
sis for a rate reduction the Commis- 
sion has followed its opinion and or- 
ders of November, 1945, in arriving 
at the company’s operating income 
and the value of its property for rate- 
making purposes. As to matters which 
were then considered settled in that 
opinion, but which were further con- 
troverted during the instant hearings, 
the Commission, after full considera- 
tion of all the evidence in this case, 
finds: (1) the company’s merchandise 
operations are load building and utility 
in character; (2) the tax reduction 
effected through the company’s re- 
funding in April, 1946, of $44,660,- 
000 of its bonds, was nonrecurring and 
nonutility in character; and (3) the 
amount which the company has credit- 
ed to the Depreciation Reserve as 
equivalent to the tax reduction which 
results from the amortization of war 
emergency facilities under § 124 of 
the Internal Revenue Code, 26 USCA 
§ 124, is a proper operating expense. 
This statute was passed to induce 
private corporations, including utili- 
ties, to build or expand facilities to 
further war production, when assured 
that a part of the capital so expended 
would be recouped over a 5-year pe- 
riod, through tax reductions resulting 
from 20 per cent yearly amortizations. 
Under the statute the income which 
otherwise would be subject to taxes 
is considered as a return of capital and 
as belonging to the corporation. How- 
ever, under the plan followed by the 
Consolidated Company of crediting 
the tax saving to the Depreciation Re- 


serve, which reserve is deducted in de- 
termining the rate base, the ratepayers 
really get a continuing benefit from the 
tax saving, by reason of the lower rate 
base which results from this treatment. 

The rate base in conformity with the 
above determinations is as follows: 
Property value found by the Com- 

mission as of December 31, 


aR er $139,426,779 
Net additions to August 31, 1946 3,939,533 


Value of properties as of August 
31, 1946 


¢ Pee ate $143,366,312 
Net increase in depreciation (and 

amortization) reserves ....... 8,626,570 

ee GI oo vccicksccviness $134,739,742 


Increase in contributions in aid of 
construction from January 1 


1945, to August 31, 1946 ...... ' 31,789 
Net property value ............. $134,707,953 
Allowance for material and sup- 

plies—August 31, 1946 ........ 5,128,139 
Allowance for working capital .. 3,932,540 
Rate base, August 31, 1946 ...... $143,768,632 


Using the October 1946, monthly 
report of operations to bring these fig- 
ures up to October 31, 1946, it is 
found that since December 31, 1944, 
the net additions have been $4,994,- 
090, the increase in the Depreciation 
Reserve $9,262,754, and the increase 
in Contributions in Aid of Construc- 
tion, $37,702. Also, that as of Octo- 
ber 31, 1946, Materials and Supplies 
amounted to $6,092,787 and that the 
allowance for Working Capital deter- 
mined on the same basis as heretofore, 
would be $4,030,778. The Commis- 
sion, therefore finds, the rate base to be 
$145,243,978 as of October 31, 1946. 

The company’s operating income 
from utility operations for the twelve 
months’ period ending October 31, 
1946, computed in accordance with 
the findings herein, is shown to be $9,- 
120,810 by using the aforesaid re- 
port of operations. The report 
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shows the operating income for the 
first ten months of 1946 to be $7,805,- 
335. Mr. Gruehn, vice president of 
the company, testified that the constant 
increase in operating income indicated 
that the company’s operating income 
for the calendar year 1946 would reach 
approximately $9,551,000. It was an- 
nounced at the hearing that the com- 
pany had granted its employees an in- 
crease in wages amounting to $1,427,- 
000, to become effective December 1, 
1946. 

The evidence showed that there will 
be an annual increase in operating ex- 
penses of $885,000, as a result of this 
wage adjustment, and when the esti- 
mated operating income for the cal- 
endar year 1946 is adjusted for this 
increase, we find the net amount to be 
$8,666,000. This would constitute a 
return of 5.96 per cent for the calendar 
year 1946 on the rate base of $145,- 
243,978 as of October 31, 1946. 


[6] In its opinion of November, 
1945, the Commission found “that a 
return of not less than 54 per cent and 
not more than 6 per cent would be rea- 
sonable.” Professor Bonbright testi- 
fied as a witness for The American 
Rolling Mill Company in the circuit 
court of Baltimore city that he felt that 
the decreasing cost of money indicated 
that a 5 per cent rate of return would 
be reasonable. This testimony was 
transmitted to the Commission by the 
circuit court and was considered in the 
present hearings. To refute Professor 
Bonbright’s contention that a lower 
rate of return might be justified at this 
time, the company called as a witness 
Mr. Adrian M. Massie, who had testi- 
fied at the earlier hearings. Mr. Mas- 
sie testified that it remained his belief 
that the company should be permitted 
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to earn up to 64} per cent if it is to 
properly maintain its credit and suc- 
cessfully raise new capital. After 
carefully weighing the further testi- 
mony of these two witnesses, the Com- 
mission is still convinced that a return 
of not less than 54 per cent and not 
more than 6 per cent is fair and rea- 
sonable. 

Based upon the preceding findings 
and the upward trend shown in the 
company’s earnings, the Commission 
finds that there should be an electric 
rate reduction of $3,650,000, which is 
$1,000,000 in addition to the $2,650,- 
000 increase in revenues from the new 
gas and steam schedules, and the Com- 
mission believes this can be accom- 
plished within the findings of the Com- 
mission as to the limits of a fair return. 
When adjusted for the effects of the 38 
per cent Federal income tax, the net $1,- 
000,000 rate reduction would reduce 
the company’s operating income for 
the year 1946 (as above estimated at 
$8,666,000) to $8,046,000, or a return 
of 5.54 per cent upon the rate base of 
$145,243,978 as of October 31, 1946. 

The company will be directed to file 
new electric rate schedules to effect a 
reduction of $3,650,000, equitably dis- 
tributed among the several classes of 
consumers, with opportunity to be giv- 
en to interested parties to show why 
the proposed schedules should not be 
adopted. 


If the Commission has been incor- 
rect in its judgment as to future earn- 
ings, the company has the protection 
of an anticipated decrease in the whole- 
sale rates it pays for power from the 
Safe Harbor Company and the Penn- 
sylvania Water and Power Company 
as a result of the proceedings before the 
Federal Power Commission. If the 
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company’s future earnings have been reduction in the wholesale power rates 
correctly forecast then the public has is made effective. 

the assurance that a further decrease An order will be prepared in con- 
in electric rates will occur when the formity with the findings herein. 





NEW YORK COURT OF APPEALS 


Samuel Shillitani 


Lewis J. Valentine et al. 


296 NY 161, 71 NE2d 450 
January 16, 1947 


PPEAL from lower court order denying a subscriber's motion 

to compel a telephone company to reinstate service discon- 
tinued for gambling; affirmed. For lower court decisions, see 
(1945) 269 App Div 568, 60 PUR(NS) 382, 56 NYS2d 210; 
(1945) 184 Misc 77, 58 PUR(NS) 34, 53 NYS2d 127. 


Service, § 134 — Denial — Unlawful use of telephone — Obligation to reinstate. 
1. A telephone company cannot be compelled to reinstate service where the 
record warrants the conclusion that the subscriber was using a telephone in 
the performance of acts violative of penal law provisions making book- 
making and wagers on horse races, except at authorized race tracks, unlaw- 
ful, p. 151. 

Service, § 487 — Parties — Proceeding to compel reinstatement. 

2. Neither the police commissioner nor any other law enforcement agent 
may be regarded as a necessary, proper, or indispensable party to a pro- 
ceeding by a subscriber to compel a telephone company to reinstate service 
which was terminated for unlawful use, p. 151. 

Service, § 114 — Police authority — Telephone — Application for service. 

3. The police department has no authority to pass upon or regulate applica- 
tions for telephone service, or to request a telephone company to withhold 
or discontinue its service even where gambling complaints have been made 
against the subscriber, p. 151. 
Service, § 134 — Unlawful use — Telephone — Proceeding to compel reinstate- 
ment — Position of police. 
4. Approval of the police commissioner is not a statutory condition precedent 
to the granting of a court order directing reinstatement of telephone service 
discontinued for gambling, p. 151. 
Service, § 134 — Telephone — Discontinuance for gambling — Authority of 
utility. 
5. The power to determine whether telephone service should be terminated 
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or discontinued for gambling rests with the telephone company, which may 
confer with the police or other law enforcement agencies and guide its 
action by their advice but may not delegate its authority to anyone, p. 151. 


Service, § 487 — Parties — Proceeding to compel reinstatement. 


6. A telephone company is the only necessary or proper party in a pro- 
ceeding by a subscriber to reinstate service discontinued for gambling, 


p. 151. 


APPEARANCES: Millard E. Theo- 
dore, of New York city, for appellant ; 
John J. Bennett, Corporation Coun- 
sel, of New York city (Seymour B. 
Quel, of New York city, of counsel), 
for respondent Police Commissioner 
of city of New York; Irving W. 
Young, Edward F. Snydstrup, Jor- 
dan R. Basset, and Ralph W. Brown, 
all of New York city, for respondent 
New York Telephone Co. 


PER CuRIAM: 

[1] Since the record justifies the 
conclusion that petitioner was en- 
gaged in conduct violative of § 986 of 
the Penal Law, it follows that he 
failed to establish—in this proceeding 
under Art 78 of the Civil Practice Act 
—a clear legal right to the relief 
sought. Under the circumstances of 
this case, there was no warrant for 
compelling the telephone company to 
reinstate its service for petitioner. 

[2] In our view, however— 
though the police commissioner may 
have a deep and real interest in law 
enforcement—neither he nor any 
other law enforcement agent may, by 
reason thereof, be regarded as an in- 
dispensable, necessary, or proper 
party or one permitted to intervene in 
a proceeding such as the present. Civil 
Practice Act, §§ 193, 193-b, 211. 

[3,4] Neither the police commis- 
sioner nor the police department is 
given any authority by statute to pass 


upon or regulate applications for tele- 
phone service, or to require a tele- 
phone company to withhold or discon- 
tinue its service. Approval of the 
Commissioner is not a statutory con- 
dition precedent to the granting of 
the relief sought by appellant, and 
there is no warrant or need for any 
direction to him in this proceeding. 

[5,6] Whether or not service 
should be terminated or discontinued 
is a decision that must be made by the 
telephone company. That power—as 
well as duty—rests with the public 
utility, and it may not delegate the one 
or avoid the other. True, the com- 
pany is free to consult with the police 
department or with any other law en- 
forcement agency, and may be guided 
in its action by the advice received. 
But whether the action is justified or 
warranted must be determined by the 
telephone company upon the facts pre- 
sented. That being so, the telephone 
company is the only indispensable, 
necessary, Or proper party in a pro- 
ceeding such as that before us. 

The order should be affirmed, with 
costs to the respondent New York 
Telephone Company. 


Loughran, CJ., and Lewis, Des- 
mond, Thacher, Dye, and Fuld, JJ., 
concur. 


Conway, J., taking no part. 
Order affirmed, ete. 





151 


67 PUR(NS) 








SECURITIES AND EXCHANGE COMMISSION 


SECURITIES AND EXCHANGE COMMISSION 


Re National Power & Light Company 
et al. 


File No. 54-51, Release No. 7169 
January 30, 1947 


PPLICATION by holding company and its subsidiary transpor- 
A tation company for authority to sell electric facilities to 
affiliated electric company; granted. 


Consolidation, merger, and sale, § 24.1 — Holding company integration — Sale to 


affiliate. 


A subsidiary transportation company should be authorized to sell its elec- 
tric facilities and related properties for cash to an affiliated electric company 
where such facilities have constituted an integral part of the electric com- 
pany’s system, where it is more economical for the purchasing company to 
purchase the properties at the price stated than it would be to acquire its 
energy from other sources, where the sale and acquisition constitute essen- 
tial steps in compliance with a holding company simplification order, and 
where the selling company will have acquired funds with which to effectuate 
a simplification of its capital structure as required by the Commission. 


APPEARANCES: Ralph M. McDer- 
mid, of Reid & Priest, for Lehigh Val- 
ley Transit Company; Thomas J. 
Perkins and Edmund G. Hauff, for 
Pennsylvania Power & Light Com- 
pany; Ira A. Hawkins, of Simpson, 
Thacher & Bartlett, for National 
Power & Light Company; Melvin G. 
Dakin, Jerome M. Alper, and Marvin 
S. Fink for the Public Utilities Di- 


vision of the Commission. 


By the Commission: National 
Power & Light Company (“Nation- 
al”), a registered holding company 
subsidiary of Electric Bond and Share 
Company (“Bond and Share’’), also 
a registered holding company, Lehigh 
Valley Transit Company (“Lehigh”), 
a subsidiary of National, and Penn- 
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sylvania Power & Light Company 
(“Penn”), a subsidiary of Bond and 
Share, have filed a joint application- 
declaration, and amendments thereto, 
pursuant to the applicable provisions 
of the Public Utility Holding Com- 
pany Act of 1935, and the rules there- 
under, requesting approval of the sale 


by Lehigh and an acquisition by Penn- 


of certain electric facilities and relat- 
ed properties for a cash consideration 
of $1,500,000. The joint application- 
declaration states that this is a step in 
the over-all plan for compliance with 
the order of this Commission dated 
August 23, 1941, directing the dis- 
solution of National.’ The applica- 
tion states that the proceeds from the 


1Re Electric Bond and Share Co. (1941) 
9 SEC 978. 














' 
t 






sae «© oo 4 8 etl Clee 





Ns ig 


ns 








proposed sale will be deposited with 
the trustee under the mortgage secur- 
ing Lehigh’s outstanding bonds, and 
will be used to retire such bonds in ac- 
cordance with a plan for the rearrange- 
ment of the capital structure of Lehigh 
which will be filed with the Commis- 
sion upon the approval of the trans- 
action herein proposed.* 

The proposed sale and acquisition 
have been expressly authorized by the 
Public Utility Commission of the state 
of Pennsylvania. 

After appropriate notice public 
hearings on said joint application- 
declaration were duly held. Having 
considered the record we make the 
following findings: 


Description of Parties 

Lehigh, a Pennsylvania corpora- 
tion, operates an electric railway and 
motor coach transportation system in 
Lehigh, Northampton, Bucks, and 
Montgomery counties, Pennsylvania.® 
Lehigh is subject to the jurisdiction 
of the Pennsylvania Public Utility 
Commission and the Interstate Com- 
merce Commission. 

Penn, also a Pennsylvania corpo- 
ration, is engaged in the generation, 
transmission, distribution and sale of 
electric energy in various urban and 


RE NATIONAL POWER & LIGHT CO. 





rural communities in eastern Penn- 
sylvania, including much of the ter- 
ritory served by Lehigh’s transporta- 
tion system. Penn is subject to the 
jurisdiction of the Pennsylvania Pub- 
lic Utility Commission and the Fed- 
eral Power Commission. 


Description of Property to Be Trans- 
ferred 

Lehigh proposes to convey to Penn 
the steam electric generating station 
and substation at Allentown, Penn- 
sylvania, certain properties related 
thereto, and the substations located at 
Catasauqua, Sellersville, and Bethle- 
hem, Pennsylvania. The generating 
station has constituted an integral part 
of the Penn power system since 1913.* 
Penn states that it has a present in- 
vestment of approximately $700,000 
in substation facilities at the Allen- 
town site and about $156,000 in the 
three substations which it proposes to 
acquire. Much of this property is in- 
terwoven physically and functionally 
with the property Penn proposes to 
purchase. 

Under an agreement entered into as 
of April 1, 1937, and approved by the 
Pennsylvania Public Utility Commis- 
sion,® the generating station, substa- 
tions, a transmission line and certain 





2 The Commission on November 9, 1942, or- 
dered National, among other things, to amend 
its plan of May 7, 1942, to set forth the extent 
and manner in which it proposed that Lehigh 
(a) restate its plant, surplus, capital and other 
accounts so as to eliminate write-ups; (b) set 
up adequate reserves for depreciation of plant 
and property; (c) make such other accounting 
adjustments as may be deemed necessary to 
meet the requirements of the act, and (d) re- 
vise and simplify its capital structure and take 
such other steps as may be deemed necessary 
to effectuate a fair and equitable redistribu- 
tion of voting power. Re Electric Bond and 
Share Co. (1942) 12 SEC 392. 

8Lehigh conducts its motor coach opera- 
tions through two subsidiaries, Lehigh Val- 
ley Transportation Company and Easton and 
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South Bethlehem Transportation Company. 
4From 1913 to 1928 it was regularly oper- 
ated; from 1928 to 1938, the plant was on a 
cold reserve basis; operations were thereafter 
resumed as shown in the following table: 


Total Output Kw. Hr. 


Year Annual Peak Hour 
0 ee ee 1,671,901 15,400 
Sere a 7,410,098 28,000 
RE SOR ee” 23,434,768 30,600 
RENTER re eee 31,167,195 34,100 
Sener 63,410,193 35,600 
ee 72,467,405 30,200 
Bo cndacenG detente 44,058,017 33,300 


5 Re Lehigh Valley Transit Co. and Penn- 
sylvania Power & Light Co. (1938) 19 Pa 
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communication equipment are leased 
by Lehigh to Penn at an annual rental 
of $250,000. Of this rental $230,000 
is deemed applicable by the compa- 
nies to the generating station and sub- 
station equipment now proposed to 
be sold. 


Fairness of Price 

The value to Lehigh of the proper- 
ties proposed to be sold depends upon 
its ability to lease or sell them to Penn 
which is the only electric utility com- 
pany able to utilize them. On the 
other hand, the value to Penn of the 
properties proposed to be acquired 
depends upon the prospective utiliza- 
tion thereof as part of the Penn power 
system. It should be noted that Le- 
high presently purchases from Penn 
the power needed for its electric rail- 
way operation and will continue to 
do so after the consummation of the 
sale here proposed.” 

Penn states that the Allentown gen- 
erating station is necessary to meet its 
system requirements through the year 
1954.° It is further stated that when 
the Allentown plant is no longer need- 
ed as reserve capacity, some of the gen- 
eration facilities would be converted to 
substation use, and that the greater 
portion of the buildings would be used 
for essential shop, storage and other 
purposes. 
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The record indicates that continua- 
tion of the lease would result in the 
expenditure of $1,955,000 in rentals 
for the property proposed to be ac- 
quired for the period June 30, 1946 to 
December 31, 1954, the time during 
which Penn contemplates it will need 
the reserve capacity of the Allentown 
station. The substation facilities at 
Allentown are stated to be the focal 
point of Penn’s distribution system in 
the Allentown area. Upon termina- 
tion of the lease Penn would be faced 
with the necessity of moving the facili- 
ties installed at the substation sites and 
of acquiring other property to meet its 
needs, or of purchasing the substation 
properties at that time. 

Penn has submitted estimates of the 
cost of obtaining energy and capacity 
from sources other than the Allentown 
station. Analysis of such estimates 
indicates that it is more economical for 
Penn to purchase the properties pro- 
posed to be sold at the price stated than 
it would be to acquire its energy from 
these other sources. In reaching this 
determination we have considered not 
only the relative costs of acquiring en- 
ergy elsewhere and producing it at Al- 
lentown, but also the residual uses ac- 
cruing to Penn by reason of ownership 
of these properties.® 

Lehigh has made no determination 





PUC 10, 457. The lease is terminable by 
either party by twenty-four months’ written 
notice. 

6 The record indicates that the property in 
question was developed in large measure to 
meet the needs of Penn, and in part financed 
by Penn; that it is an integral part of the 
Penn electric system, and that Lehigh’s reve- 
nues from this property have, for more than 
thirty years, been derived principally from 
Penn or its predecessors. 

7Lehigh contemplates conversion to motor 
coaches by the year 1949 after which time it 
will no longer need electric energy for its 
transportation operations. 
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8 The record indicates that without the Al- 
lentown plant Penn would be deficient 158,000 
kilowatt years of required capacity through 
the year 1954. Of this estimated deficiency, 
Penn estimates that 146,000 kilowatt years 
could be supplied by the Allentown plant. 

8 These residual uses include: the value of 
the land which Penn will acquire, and the 
value of buildings and facilities presently used 
and to continue in use for substation purposes ; 
the value of the generating facilities to be 
converted to substation and other purposes 
when generation is discontinued; and the sav- 
ings resulting to Penn by reason of the trans- 
mission and distribution facilities remaining at 
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of the original cost of the properties 
proposed to be sold, and has no segre- 
gated book cost thereof. An estimate 
of depreciated original cost submitted 
by Penn does not differ materially 
from the price proposed to be paid. 
The sale and acquisition have been ap- 
proved by the Pennsylvania Public 
Utility Commission. 

Having carefully scrutinized the 
proposed transactions in the light of 
the close association between Penn 
and Lehigh, and having further con- 
sidered the present value of the rentals 
to be paid by Penn under the existing 
lease, the cost to Penn of acquiring its 
required capacity from sources other 
than the Allentown plant, and the fact 
that the generating station is now over 
thirty years old and has a very limited 
remaining useful life, we find that the 
purchase price of $1,500,000 for the 
property proposed to be acquired is 
not unfair to either Penn or Lehigh. 


Accounting Entries 

The facilities to be purchased by 
Penn will be recorded in the plant ac- 
count of Penn at $2,346,149 which 
represents the company’s determina- 
tion of the original cost of such fa- 
cilities. The difference of $846,149 
between such amount and the pur- 
chase price of $1,500,000 will be cred- 
ited to depreciation reserve. 

Lehigh will credit its plant account 
with the amount of $3,265,738 which 
the company estimates is the gross 
carrying value applicable to the prop- 
erty to be sold. There will be charged 
to depreciation reserve $472,000 rep- 
resenting the estimated book depreci- 
ation reserve applicable to the prop- 





their present leased locations thus obviating the 
necessity and cost of moving them at a later 
date. 


erty. The difference of $1,293,738 
between the estimated net carrying 
value of the property and the sale 
price will be charged to earned sur- 
plus. 

Our findings and opinion herein 
should not be construed as an ap- 
proval by us of the entries to be made 
on the books of Lehigh or Penn. The 
propriety of those entries are matters 
for determination by the Federal Pow- 
er Commission and the Pennsylvania 
Public Utility Commission with re- 
spect to Penn and by the Pennsyl- 
vania Public Utility Commission and 
such other agencies as may have juris- 
diction with respect to Lehigh. 


Conclusions 

Although the proposed acquisition 
by Penn is exempt from the provi- 
sions of § 10 of the act, 15 USCA 
§ 79j, pursuant to § 9(b)(1), 15 
USCA § 79i(b)(1), by reason of 
state Commission approval, the sale 
by Lehigh and acquisition by Penn 
are subject to the requirements of § 12 
(f), 15 USCA § 791(f), since the 
transaction is between associates. As 
noted above, we have found that the 
price to be paid is not unfair to Penn 
or Lehigh. We find no basis for ad- 
verse findings under § 12(d), § 12(f) 
or Rule U-43 thereunder. Further, 
the sale by Lehigh and acquisition by 
Penn constitute essential steps in com- 
pliance with our order of August 23, 
1941, 9 SEC 978, issued under § 11 
(b)(2) of the act, 15 USCA § 79k 
(b)(2), directing the dissolution of 
National. As a result of the sale, Le- 
high will have acquired in part funds 
with which to effectuate a simplifica- 
tion of its capital structure in accord- 
ance with a plan to be submitted upon 
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the consummation of the transaction 
herein proposed, while Penn will have 
acquired title to property which has 


tion constitutes a necessary prelim- 
inary step in the over-all plan of com- 
pliance with our orders directing the 





long constituted an integral part of dissolution of National and the re- 
its power system. arrangement of Lehigh’s capital struc- 

Applicants-declarants have request- ture, and is thus appropriate to ef- 
ed that our order in these proceedings fectuate the provisions of § 11(b) of 
conform with the requirements of the the act. Accordingly, our order will 
Internal Revenue Code, as amended, contain the requested recitals. 
including Supplement R and § 1808 An appropriate order will issue. 
(f) thereof. The proposed transac- [Order omitted.] 





MONTANA PUBLIC SERVICE COMMISSION 


Re Montana Power & Light Company 


Docket No. 3494, Order No. 1893 
January 14, 1947 


PPLICATION for authority to cancel special power rates 
1 \ charged pursuant to contract with consumer; granted. 


Rates, § 32 — Jurisdiction of Commission — Waiver of authority. 
1. The authority and duty placed on the Commission by statute with respect 
to rates may not be delegated or waived, p. 158. 

Rates, § 212 — Rate contracts — Unusual conditions. 
2. A rate contract may be filed when a customer is in a special situation 
requiring the furnishing of service under unusual conditions, p. 158. 

Rates, § 49 — Jurisdiction of Commission — Effect of contract. 
3. The Commission is not bound by rate contracts if they are discriminatory, 
and it has the right to change them at any time, p. 158. 

Rates, § 213 — Rate contract — Effect of filing. 
4. The filing of a rate contract has the same effect as the filing of tariffs, 
p. 158. 

Discrimination, § 26 — Contracts — Uniform rates. 
5. All customers taking electric energy under the same conditions are en- 
titled to the same rates, and there cannot be a tariff rate for one and a different 
rate fixed by contract for another where the use and the conditions are 
similar, p. 159. 

Discrimination, § 50 — Electric rates — Contract rates. 
6. Electric rates fixed in a special agreement with one customer are unduly 
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discriminatory and unjust where they give preference to one user over an- 
other, if conditions of service are the same, p. 159. 


APPEARANCES: Larry E. Bellows, 
Troy, appearing for Montana Light 
and Power Company; R. R. Veldman, 
Libby, appearing for Montana Light 
and Power Company; Leif Erickson, 
Attorney, Helena, on behalf of Ed 
Fanslow; Edwin S. Booth, appearing 
for the Board. Waldo A. Ekegren, 
Auditor. 

Before: Paul T. Smith, Chairman; 
Horace F. Casey, Commissioner. 


By the Commission: The Montana 
Light and Power Company of Troy, 
Montana, filed its petition for permis- 
sion to cancel the special power rates 
with Ed Fanslow, at Troy, Montana, 
approved by this Commission on Sep- 
tember 2, 1943. At the time of hear- 
ing, the applicant and Ed Fanslow of- 
fered oral and documentary evidence 
relating to such special rate and its 
cancellation. 

From the evidence offered, it ap- 
pears that by agreement, dated August 
14, 1943, the company and Ed Fanslow 
determined, among other things, the 
rates to be charged to Fanslow for 
power delivered to his shingle mill at 
Troy, Montana. The agreement was 
filed with this Commission and was 
approved by the Commission on Sep- 
tember 2, 1943. The agreement does 
not contain any expiration date or term 
of existence and, so far as this Commis- 
sion is concerned, fixed the minimum 
rates and energy rates for service fur- 
nished to the Fanslow Shingle Mill at 
Troy, Montana. The agreement pro- 
vides that in the event the mill does 
not operate, the minimum charge is 


prorated for the number of days in the 
calendar month of actual operation. 
The Kootenai Light and Power 
Company, predecessor to the Montana 
Light and Power Company, had in ef- 
fect Schedule 3A, providing rates for 
power service for all purposes. This 
schedule was effective August 21, 
1937, and remained in effect until 
canceled by Schedule F-1 of the Mon- 
tana Light and Power Company pro- 
viding rates for general power service, 
effective June 22, 1944. Schedule 
F-1 is the schedule which will be ef- 
fective in this case, if the special rate 
contained in the agreement of August 
14, 1943, is canceled as requested. 
The evidence shows that in 1943 and 
prior thereto, the generating plant at 
Troy was not connected with any 
transmission lines. The shingle mill 
of Fanslow’s was the only large user 
of power located so as to obtain energy 
from that plant. In 1944 a transmis- 
sion line was commenced between Troy 
and Libby and at the present time, the 
company has the steam generating 
plant at Libby and the hydroelectric 
plant at Troy with transmission and 
distribution lines connecting both 
plants. The company has at least one 
other user of energy which is in a 
similar condition to the Fanslow mill. 
There is the probability of other pow- 
er users being connected. The Dury 
Pole Company at Troy, a similar op- 
eration to that of Fanslow’s, and any 
other users are, or will be, billed for 
service under the provisions of Sched- 
ule F-1. This schedule provides for a 
definite minimum charge and the rates 
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are higher than those contained in the 
special agreement. 

The record also discloses that Fans- 
low did not operate his mill from Oc- 
tober, 1943, until August, 1946. The 
mill again shut down in November, 
1946, due to weather conditions and 
will not operate until weather permits 
in 1947. The present officials of the 
company testify that they did not know 
of the agreement with Fanslow until 
the same was presented to them at the 
time of resuming operations in August, 
1946. 

[1-4] The first question presented 
is the right of a utility to enter into 
separate contracts for service with 
patrons and the effect to be given to 
such contracts by this Commission. 
The Commission is given exclusive ju- 
risdiction, subject only to review by 
the courts, in all matters affecting rates 
and service of public utilities in the 
state of Montana. (Chapter 313, Polit- 
ical Code of Montana, 1935.) The 
utility is required to file schedules 
“showing all rates, tolls, and charges, 

for any service performed by it 
within the state.” No change may be 
made in such schedules without prop- 
er notice to the Commission and after 
its approval has been obtained. (Sec- 
tion 3891, Rev Code Mont 1935.) 
The authority and duty thus placed on 
the Commission by the legislative en- 
actment is not one that may be delegat- 
ed or waived. The authority vested in 
the Commission includes the authority 
to investigate rates upon the complaint 
of any person directly affected by the 
rate or by the utility and if such investi- 
gation discloses that any rate or regu- 
lation is “unjust, unreasonable, or un- 
justly discriminatory, or to be prefer- 
ential or otherwise in violation of the 


provisions of” the Public Service Com- 
mission Act, the Commission has au- 
thority to fix proper rates or regula- 
tions. (Sections 3897 and 3899, Rev 
Code Mont 1935.) 

This Commission has sanctioned 
the filing of contracts between utilities 
affecting rates where the conditions 
under which service is rendered is 
special and where other patrons of the 
utility cannot accept or use power un- 
der the same conditions. This prin- 
ciple of accepting contracts is general- 
ly recognized under these conditions. 
The Pennsylvania Public Utility Com- 
mission in Pottsville Water Co. v. 
Silver Creek Water Co. (1944) 55 
PUR(NS) 41, 43, said: 

“So long as the tariff establishes the 
rates to be collected or enforced, it is 
immaterial what form it takes. If, as 
here, a contract is filed as a tariff, it is 
immaterial whether the contract as 
such is valid or invalid.” 

In Re Menominee & M. Light & 
Traction Co. PUR1928A, 87, 88, the 
Michigan Public Utilities Commission 
said: 

“Tt is the understanding of the Com- 
mission that the service to be rendered 
by petitioner to the chemical company 
involves extraordinary terms and con- 
ditions, and that no other consumer of 
petitioner at present is situated to re- 
ceive service under like conditions and, 
therefore, the rates for service to be 
rendered to the chemical company in 
no way can be termed discriminatory 
as against any other class of service. 

“The Commission is not concerned 
with the terms of the contract, except 
as it may affect the rates and charges 
which will accrue under the contract. 
In other words, we cannot approve the 
length of time the contract is to be ef- 
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fective and, as a matter of fact, it makes 
no difference, whatever, as to the term 
of the contract, as it applies to the rates 
and charges for service to be rendered 
under said contract, because this Com- 
mission reserves to itself the right to 
charge, alter, or amend said rates at 
any time, either upon its own motion, 
or upon proper petition which may be 
filed by any interested party in pursu- 
ance to the statute. 

“No utility, whose rates are under 
the jurisdiction of this Commission, 
has the right to make any contract 
which provides for the maintenance of 
a fixed rate or charge for any length of 
time. In other words, the execution 
of a contract between any two parties 
cannot abrogate the statute. This or- 
der, therefore, will not approve or dis- 
approve the contract which has been 
executed between the parties in inter- 
est, but will merely approve the rates 
and conditions of service which affect 
the rates. Our order will also require 
petitioner to apply these rates to any 
other customer under like circum- 
stances and conditions, if there be at 
any time such a consumer.” 

The reasoning of the Michigan 
Commission is applicable here. When 
a customer is in a special situation re- 
quiring the furnishing of service under 
unusual conditions, a contract as to 
such service may be filed covering the 
rate. If the contract is for a term and 
does not become unreasonable or dis- 
criminatory, it should not be changed 
after approval. This Commission is 
not bound by such contract rates if they 
are discriminatory and has the right to 
change them at any time. In other 
words, the filing of a contract has the 
same effect as the filing of tariffs. 
The fact that no date of expiration 


159 


was inserted in the agreement in the 
instant case, shows that the parties 
considered it only as a tariff, regard- 
less of what it was called. Any other 
treatment of a special contract by this 


Commission would be in violation 
of the responsibilities imposed by 
statute. 


In Re Mission Range Power Co. 
PURI1920C 56, 65, 66, the Montana 
Commission in 1920 held that the con- 
tract price being below cost was dis- 
criminatory and should be increased. 
The Commission, speaking of its au- 
thority over contracts, said: 

“Some stress is laid upon the fact 
that this Commission ‘should have 
convincing proof’ of the inadequacy of 
these franchise rates. We agree, and 
decline to disturb municipal franchise 
rates, resting on contract, unless it is 
absolutely necessary. But this very 
proceeding furnishes the ‘convincing 
proof’ of inadequacy that compels dis- 
turbance of such rates, and it illustrates 
the futility of fixing rates by franchise 
for a long period of time, without a 
sufficient trial period under actual op- 
erating conditions, if, indeed, rates 
should ever be fixed by franchise. Since 
the decision in State ex rel. Billings v. 
Billings Gas Co. 55 Mont 102, PUR 
1918F 768, 173 Pac 799, there has 
not been, nor can there be, any ques- 
tion of our authority over franchise 
rates.” 

[5, 6] The next question presented 
is as to whether the rate fixed in the 
agreement is unjust and unduly dis- 
criminatory. Under the rules expressed 
above, it is apparent that the approval 
of the agreement in 1943 was proper. 
Fanslow was at that time the only 
user able to take power under the terms 
and conditions existing. The rate 
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was not then discriminatory against 
other users. 

The connection of the Troy and Lib- 
by generating plants has resulted in 
other customers being supplied under 
the same conditions. The company in 
1944 established a rate for power use. 
At least one other customer is being 
supplied under that schedule. As now 
applied, the agreed rate is discrimina- 
tory and unjust. All users taking en- 
ergy under the same conditions are en- 
titled to the same rate. There cannot 
be a tariff rate for one and a different 
rate fixed by contract for another, 
where the use and the conditions are 
similar. Such a condition would be 
the same as establishing a tariff as to 
one user and a different tariff for an- 
other user of energy under the same 
conditions. 


There is no showing that the Sched- 
ule F-1, as approved in 1944, is un- 
reasonable or unjust. The special 
agreement of 1943 provides a lower 
rate and does not have any fixed min- 
imum charge. In the absence of any 


showing that the rates are unreason- 
able, unjust, or discriminatory, the 
rates established in 1944 and approved 
by the Commission, including Sched- 
ule F—1, are deemed to be reasonable. 
The rates fixed in the special agree- 
ment in 1943 are unduly discrimina- 
tory and unjust in that they give 
preference to one user over another, 
where conditions of service are the 
same. 

The Commission makes the follow- 
ing 

Findings of Fact 

1. That the agreed rate, as set forth 
in the agreement of August 14, 1943, is 
unjust and discriminatory under con- 
ditions now existing. 

2. That Schedule F-1, applicable to 
other users of power energy, using 
power under the same or similar con- 
ditions to Ed Fanslow, is not unjust 
or unreasonable. 

As a matter of law, the Commission 
concludes that the special agreement 
between the company and Ed Fanslow 
should be canceled and set aside. 
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Long Island Lighting Plans 
To Spend $12,000,000 


APITAL expenditures of the Long Island 
Lighting Company for 1947 are estimated 
at $12,000,000 by Edward F. Barrett, president 
in the company’s annual report issued recently. 
Mr. Barrett states that the amount to be 
spent will depend to some degree on the size 
of the home building program, a factor which 
cannot be forecast with much certainty at this 
time. 


G-E Issues Folder on 
Trolley Coaches 
M% than 5,000 trolley coaches have been 


installed in, or are on order, for 54 Amer- 
ican cities and 4,000 are operating in England 
and foreign countries, according to a new, 
eight-page trolley coach publication recently 
released by the General Electric Company. 

The first trolley coach in the United States 
was a “trackless trolley” operating between 
Hollywood and Bungalow Town, California, 
in 1910. In 1928 the Utah Light & Traction 
Company of Salt Lake City installed ten trol- 
ley coaches, shortly supplemented by 16 addi- 
tional vehicles. Chicago made a major instal- 
lation in 1930 and 1931 when the city estab- 
lished its first six lines. 

Emphasizing the necessity of making a 
detailed survey to determine the type of transit 
vehicle best suited for a given operation, the 
bulletin contains a table which indicates the 
number of trolley coaches that can be op- 
erated economically in cities of different sizes. 

A section of the publication on electrical 
equipment describes the construction and func- 
tioning of trolley coach compound-wound 
motors, control equipment, and dynamic brak- 
ing. 

The publication, GED-939A is available on 
request from the General Electric Company, 
Schenectady, New York. 


Apex Electrical Mfg. Sets 
Production Record 


HE ApEX ELECTRICAL MANUFACTURING 

ComPaANY set a new production record of 
48,885 vacuum cleaners, washers, and ironers 
during the month of March, it was announced 
recently by C. G. Frantz, president. 

A new high also was reached during the 
first quarter of this year with production total- 
ling 131,398 units. 

Mr. Frantz said that the new records were 


Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers ; 
also notices of changes in personnel. 





made in spite of the fact that the company lost 
10 per cent of its operating time during the 
quarter because of plant shutdowns caused by 
curtailment of industrial gas supply. 

Apex has scheduled 1947 production at its 
expandéd plants in Cleveland and Sandusky, 
Ohio, at a rate more than doubled that of 
1941, the company’s best prewar year. Produc- 
tion in 1946 totalled 369,748 appliances, 


New B& W Bulletin on 
Stainless Steel Tubing 
¥ 3aBcocK & Witcox TuBE COMPANY 
announces a new bulletin (TB-323) just 
off the press which outlines some of the many 
uses of B & W stainless tubing and briefly de- 
scribes its important properties from an appli- 
cation point of view. Included are the most 
commonly used Croloy analyses as well as tub- 
ing and pipe size ranges. 


Big Expansion Planned 
By Hotpoint, Inc. 


Ate expansion in its Chicago plant 
facilities to be completed this year was 
announced recently by Hotpoint, Inc., affiliate 
of General Electric Company. The project 
was outlined by James J. Nance, president of 
Hotpoint. 

Mr. Nance said the plant project will in- 
crease nearly 23 times Hotpoint’s capacity 
for production of electric ranges. 

The immediate construction plans are part 
of a larger $20,000,000 program which will 
be carried out in Chicago for enlarging pro- 
duction of ranges and other appliances includ- 
ing electric dishwashers and water heaters. 

According to the announcement, Hotpoint 
will be able to turn out 12,000 electric ranges 
weekly by next January with the completion 
of the expansion. The present plant has a 
weekly capacity of 5,000 ranges and is pro- 
ducing at the highest rate in its history. 


G-E Appointment 
L M. Biccs has been named manager of the 


eGeneral Electric Company’s construction 
engineering division, according to an an- 
nouncement by A. K. Bushman, manager of 
the company’s application and service engi- 
neering divisions. 

Mr. Biggs, who has been assistant manager 
of the same division, succeeds C. M. Rhoades 
who retired April Ist, after 37 years with 
the company. 


Mention the FortNicHTLY—It identifies your inquiry 


21 MAY 8, 1947 








INDUSTRIAL PROGRESS—( Continued) 





MAY 8, 1947 


New Literature on International 
Diesel Engines and Power Units 


"Tee new eight-page Diesel engine pam- 
phlets are being distributed by the indus- 
trial power division of the International Har- 
vester Company. They give complete specifica- 
tions for the UD-14A and UD-18A Diesel en- 
gines and power units recently placed in produc- 
tion by International. Bearing areas, moments 
of inertia, material specifications, and dimen- 
sions are but a few of the facts listed. 

The UD-14A is the new 4% x 63 four-cylinder 
Diesel rated at 76 hp. as a power unit when 
operating at 1400 r.p.m. The UD-18A is the 
new 44 x 64 six-cylinder Diesel rated at 125 hp. 
as a power unit when operating at 1600 r.p.m. 

The variety of ways a basic engine can be 
equipped to best satisfy a user's sani is 
graphically illustrated in each of these pieces. 

To obtain a copy of this literature, request 
form A-95-KK for the UD-18A Diesel and 
form A-96-KK for the UD-14A Diesel from 
the International Harvester Company, 180 
North Michigan avenue, Chicago 1, Illinois. 


New York State Elec. & Gas 
Plans Expansion Program 


pean ARY plans for an expansion pro- 
gram that will double the production ca- 
pacity of the New York State Electric & Gas 
Corpor ation’s 60,000-horsepower Greenidge 
generating station at Dresden were announced 
recently by R. D. Jennison, president. 

\lthough the engineering plans are not com- 
pleted, the expansion is being undertaken to 
replace in part power now purchased by the 
company and to meet the lesvensinn demands 
for electricity in a wide area in the Geneva 
and Auburn districts of the company and in the 
Bath, Hornell, Dansville, and Perry areas with 
the construction of a new high voltage trans- 
mission line from the station to Dansville. 

rhe building program calls for the construc- 
tion of a large addition to the Greenidge sta- 
tion in general accordance with plans made 
when the station was erected. The addition will 
conform with the station’s brick and steel con- 
struction. The building program is expected 
to start during the coming year. 

Installation of the new turbo-generator with 
a maximum capacity of 60,000-horsepower will 
supplement the plant’s two 30,000-horsepower 
units and increase its total generating capacity 
to 120,000-horsepower, Mr. Jennison said. 

The installation will include two boilers, ad- 
ditional substation facilities, high-voltage 
transmission lines and other auxiliary equip- 
ment. 


Plans $50,000,000 Program 


UBLIC SERVICE CORPORATION OF NEW JERSEY 

has a construction budget this year totaling 
$43,000,000, according to George H. Blake, 
president. With the carryover of $6,549,000 
from last year, the company plans to spend 
almost $50,000,000 in 1947. 


Construction Loans Announced 


Cae loans — chiefly for distribu- 
tion lines, system improvements or new or 
additional generating capacity—recently were 
made to the following enterprises by the Rural 
Electrification Administration : 
South Kentucky Rural Electric Codperative 
Corporation, Somerset, Ky., $129,500. 
Surry-Yadkin Electric Membership 
poration, Dobson, N. C., $160,000. 
Belfalls Electric Cooperative, Inc., Rosebud, 
Tex., $215,000. 
Prince William Electric Cooperative, Manas- 
sas, Va., $458,000. 
First Electric Codperative 
Jacksonville, Ark., $78,000. 
Poudre Valley Rural Electric 
Inc., Fort Collins, Colo., $195,000. 
Jefferson Davis Electric Coodperative, Inc., 
Jennings, La., $266,000. 
North Star Electric Codperative, Inc., 
dette, Minn., $100,000. 
Ozark Border Electric Codperative, Poplar 
Bluff, Mo., $345,000. 
Cuivre River Electric 
Troy, Mo., $290,000. 
New Hampshire Electric Codéperative, Inc., 
Plymouth, N. H., $200,000. 
Caddo Electric Cooperative, Binger, Okla., 
$78,000. 
Black River Electric 
Sumter, S. C., $250,000. 
Lyntegar Electric Cooperative, Inc., Tahoka, 
Tex., $100,000. 
BARC Electric Cooperative, 
$268,000. 
Mohave Electric 
man, Ariz., $310,000. 
North Georgia Electric Membership Cor- 
poration, Dalton, Ga., $350,000. 
South Crawford Rural Electric Codperative, 
Denison, Iowa, $215,000. 
Nemaha- Marshall Electric Codperative As- 
sociation, Inc., Axtell, Kans., $560,000. 
Ninnescah Rural Electric Association, Inc., 
Pratt, Kans., $565,000. 
Southeastern Michigan Rural Electric Co- 
Operative, Inc., Adrian, Mich., $25,000. 
Wasco Electric Cooperative, Inc., The Dal- 
les, Ore., $100,000. 
Edisto Electric Codperative, 
S. C., $250,000. 
Intercounty Electric 
Mitchell, S. D., $500,000. 
Limestone County Electric Codperative, Inc., 
Mart, Tex., $350,000. 
Deaf Smith County Electric Cooperative, 
Inc., Hereford, Tex., $350,000. 
Hall County Electric Codperative, Inc., 
Memphis, Tex., $125,000. 
Benton County Rural Electrification 
ciation, Prosser, Wash., $180,000 
Clark Electric Cooperative, 
Wis., $280,000. 
NYCO Electric Codperative, Inc., 
Ariz., $298,000. 
Egyptian Electric Cooperative 
Steeleville, Ill., $520,000. 
Tallahatchie Valley Electric Power 
ciation, Batesville, Miss., $565,000. 


Cor- 


Corporation, 


Association, 
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Cooperative, Inc., 


Cooperative, Inc., 


Millboro, Va., 


Cooperative, Inc., King- 
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Association, Inc., 
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Greenwood, 
Salome, 
Association, 
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WHATEVER THE STORAGE BATTERY TASK YOU 
CAN ALWAYS COUNT ON EXIDE CHLORIDES 


Ever since storage batteries were first em- 
ployed in Central Station service, Exide 
Chloride Batteries have continued to merit 
their reputation for dependable perform- 
ance, long-life and economy. They have 
the capacity needed to deliver adequate 
power for operating switch gear, control 
bus and many other storage battery tasks 
| including emergency lighting. 


| Exide Batteries have earned the confidence 


of engineers everywhere, and their wide- 
| spread use is proof of their depend- 


ability, long-life and ease of maintenance. 


Whatever your storage battery problems 
may be, Exide engineers will be glad to 
help you solve them. 


Exide 


CHLORIDE 
BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 


Exide Batteries of Canada, Limited, Toronto 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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An Important New Book! 


“ANATOMY of DEPRECIATION” 
a 











® A discussion of utility accounting 
methods in effect from time to time, or 
proposed by regulatory or utility repre- 
sentatives, with particular reference to 
recent controversies. 





by 
LUTHER R. NASH, S.B., S.M. 





Author of "The Economics of Public Utilities," “Public 

Utility Rate Structures," and numerous monographs 4 
and articles. For more than forty years, the author has 
been occupied with utility matters as engineer, man- 


ager, supervisor and consultant. 


HSVN ~ NOILVIOQRUdEA 20 ZNOLYRY 





Vv | 
COVERING THESE IMPORTANT TOPICS T 
| @ Early Accounting History | Rog 
| @ Retirement Accounting “ 
@ Straight-Line Methods abur 
Inter 
@ Service Lives =“ 
f 
| @ Interest Methods prof 
ever 
@ Reserve-Size Methods Servi 
@ Treatment of Reserves , 
Quic 
@ Relative Advantage of Available Methods a 
natic 
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This Emblem 










Identifies 
Great Trucks 





peeeeceedeaeetea ye 





International 
TRUCK SERVICE e@ 


International 
ENGINEERED PARTS @ APPROVED ACCESSORIES 






BACK OF THE TRUCK—THESE $ 


International 





Rugged stamina! Long mileage! Economy of oper- 
ation! 

International Trucks provide all three in such 
abundance that for 16 years more heavy-duty 
International Trucks have served American com- 
merce and industry than any other make. 

And to make sure that every operator gets every 
profitable mile and every available economy from 
every International Truck, this is the Three-Part 
Service International provides: 


MAINTENANCE AND SERVICE 


Quickly available everywhere from thousands of 
International Dealers and the nation’s largest 
company-owned truck-service organization—Inter- 
national Branches. 


4or 
That) ae 
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ANNIVERSARY OF INTERNATIONAL TRUCKS 


1907-1947—Forty years of International Truck Service to /‘ 
Industry, Commerce, Agriculture 





ENGINEERED PARTS 


Precision-made, like the originals in International 
Trucks — wear better and last longer. 

APPROVED TRUCK ACCESSORIES 
A complete line for every truck need. Triple- 
checked against the most rigid standards to assure 
efficient, trouble-free performance. 

Yes, International Three-Part Service makes sure 
that operators get the extra mileage, the depend- 
able stamina and the low operating cost built into 
all International Trucks. 


Motor Truck Division @ 
INTERNATIONAL HARVESTER COMPANY bd 
180 N. Michigan Ave. Chicago 1, Illinois 

Tune in James Melton on 


\ “Harvest of Stars” 
Sunday! NBC Network 





v 








26 Public Utilities Fortnightly May 8, 1947 














Exclusive NEWS 
Every Week 
About 
PUBLIC UTILITY 

“e: FINANCE 











Keep posted on utility 


¥ financial developments with the 


r% U. R. UTILITIES FINANCIAL LETTER 


AN appraisal and summary of de-_ tables are used frequently to indicate 
velopments affecting the financial as- security trends. Prepared by our spe- 
pects of public utilities — presented cial financial staff in New York City, 
each week in a four-page Letter. This the P.U.R. UTILITIES FINANCIAL 
important information is assembled in LETTER provides the busy executive 
departmentalized form, classified un- with a carefully digested review of fi- 
der these headings: Highlights of the nancial activities affecting the public 
News, Security Markets, Holding Com- utility industry. An exclusive, helpful 





pany Plans, Earnings and Letter for those interested 
Dividends, Financing — Cur- 825 in keeping abreast of the 
rent and Pending and Notes ——— utility financial picture each 
and Comment. Charts and ; week. 











Published by— 


PUBLIC UTILITIES REPORTS, INC. 


Munsey Building Washington 4, D. C. 
~*~. To P.U.R. UTILITIES FINANCIAL LETTER 
1040 Munsey Building, Washington 4, D. C. 
Use This 0 er rrr ree 
Convenient Please enter my/our order for P.U.R. UTILITIES FINANCIAL LETTER 
(fifty-two Letters annually) at $25 a year. 
Order 
C) Payment enclosed C) Send bill 
Form SL EE aE SANLE PIRES RSS RERUN CTO RON 5 
' DEE Uvéccudisensrpnatveteucennssecteaneeteesneswnibecetiusmanaienen 
a et ee a eee Seas Se 


' GE . Ave nesedborieseinestusstncseveseucees SE: 5 SU chance ccasacoduseveses 











Ma 











May 8, 1947 Public Utilities Fortnightly 27 









DEMAND 


assures recovery ‘of fixed prone 
ir EE a V 
f SANGAMO DEMAND INSTRUMENTS 

















The increasing dissimilarity of modern loads of commercial. customers 
makes it impractical to use averages in establishing a sound basis 


i 
} for recovery of fixed charges. The large proportion of plant investment 
\ in relation to the total cost of service deserves exact determination 





\ of demand. This can best be done by measurement. Sangamo Lincoln- 
Type WD Demand Meters are simple, accurate, and economical 








instruments for this purpose. Sangamo Demand Instruments are 
available in an extensive line—designed for your particular needs. 





Type WDS 
oars WD Demand Meters are made 

tion for any singlephase or poly- 
ment of kilowatt demand. 


‘of the watthour meters, these 


ELECTRIC 4iii) COMPANY Grisons of cbtcining demond 


SPRINGFIELD #® ILLINOIS : tallations, as well as on 


















nanniasssteeenimesntniesenaansanil 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 

















Tae American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 





for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 


and other principal cities 








DAY & ZIMMERMANN, INC. | 
ENGINEERS 
NEW YORK PHILADELPHIA cncauo 


PACKARD BUILDING 











ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


xi Jord, Bacon & Davis 


&D VALUATIONS Engineers CONSTRUCTION 


REPORTS RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 
































GILBERT ASSOCIATES, Inc. 
Steam, Elana, Gas, Hydro, POWER ENGINEERING SINCE 1906 p.ccnasing and Expediting, 
Designs and Construction, “Serving Utilities and Industrials ‘Rates, Revearch, Report, 
Inspections and Surveys, Reading - Philadelphia Original Cost Accounting, 
Feed Water Treatment. Washington e New York Accident Prevention, 
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PROFESSIONAL DIRECTORY (continued) 





FREDERIC R. HARRIS, INC. 
FREDERIC R. HARRIS ENGINEERING CORPORATION 








FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 
Design Reports 
Construction H. A, KULJIAN & COMPANY Valuations 
Engineers 
Public Utilities and Industrials. 
Los Angeles 13 PHILADELPHIA 2 New York 6 








WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 


Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 





LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision vf construction 


57 WILLIAM STREET NEW YORK 





N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 
REPORTS — INVESTIGATIONS — VALUATIONS 
BUSINESS AND ECONOMIC STUDIES 
New York 





120 Broadway 








“p Complete Services for GAS and ELECTRIC Utilities 


“DESIGNING * ENGINEERING * CONSTRUCTION s/t) rand 
PIPING * EQUIPMENT * SURVEYS * PLANS ALG als 


Complete Plants, Additions or Installations . 
ENGINEERS «© CONSTRUCTORS «© MANUFACTURERS 





every detail geared to more profitable operation. 
See Sweets Files, Refinery Catalog, etc., for details FIDEL BUILDING, KANSAS CITY 6, issow 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 











(Professional Directory Continued on Next Page) 








30 


Public Utilities Fortnightly 


May 8, 1947 





PROFESSIONAL DIRECTORY (continued) 





ENGINEERS 
AND 


SANDERSON & PORTER 


CONSTRUCTORS 


S&P 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ili. 








80 BROAD STREET 


The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 


Consulting Engineering 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 


Consulting Engineers 
Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators, Industrial a 
City Planning, Reports, Valuations, 


1528 WALNUT STREET PULARELIA 2 


JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


PUBLIC UTILITIES AND INDUSTRIALS 
SUPERVISION OF CONSTRUCTION 
MACHINE DESIGN — TECHNICAL PUBLICATIONS 
REPORTS — EXAMINATIONS — APPRAISALS 


BOSTON NEW YORK 








BLACK & VEATCH 
CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 


struction of Public Utility Properties 


4706 BROADWAY 


KANSAS CITY, MO. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building 


Indianapolis, Ind. 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatie St., Cxicaco 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 














FRANK O’NEILL 
Public Utility Consultant 
327 South LaSalle Street, Chicago 4, Illinois 


Accounting, financial, insurance, tax, rate case 
work and original cost studies. 
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PROFESSIONAL DIRECTORY 
(concluded) 





ROBERT T. REGESTER 


Consulting Engineer 


HyYpDRAULIC StRUCTURES — UTILITIES 
FLoop Contro, — WaTER Works 


Baltimore Life Bldg. Baltimore 1, Md. 








A. S. SCHULMAN ELEctTRrRIic Co. 


Contractors 
TRANSMISSION LINES—UNDERGROUND DistRri- 
BUTION — Power STATION — INDUSTRIAL — 


CoMMERCIAL INSTALLATIONS 


537 SouTH DEARBORN St. CHICAGO 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 








MANFRED K. TOEPPEN 
ENGINEER 
CONSULTATION—I NVESTIGATION—REPORTS 
MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 
MATTERS 


261 Broadway New York 7, N. Y. 








Representation in this Professional Direc- 
tory may be obtained at very reasonable 


rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington 4, D. C. 








ha Connector — 
open your Penn-Union Catalog 
---you'll find what you 


need in the compdede line 


The wide variety offered in the 
Penn-Union catalog includes: 
Grounding connectors, clamps, 
studs for all combinations of pipe, 
rod, flat bar, braid, tubing. Every 
one a thoroughly tested, dependa- 
ble unit of protection for per- 
sonnel and equipment .. . of 
ample capacity, high mechanical 
strength, and resistant to corro- 
sion. 

Penn-Union also makes the 
complete line of Service Connec- 
tors, Power Connectors, Tees and 
Cable Taps, Straight and Parallel 
Connectors, Terminal Lugs, etc. 
Penn-Union fittings are the first 
choice of leading utilities and elec- 
trical manufacturers—because of 
their known dependability. 


PENN-UNION ELECTRIC CORP 

















ERIE, PA. Sold by Loodiog Wholesalers 


PENRN- -UNION 


CORnDODUCTOR FIiTrring, ™ 
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RE YOU trying to get along with trucks that 
are uneconomical to operate? 

Are your costs high as a result of trucks that don’t 

fit your particular hauling needs? 

If so, you’re probably considering replacing your 

equipment with trucks that really fit your job, save 

you money! 

{t stands to reason that a truck that fits your loads 

and operating conditions will give better per- 

formance, better service to your customers, and 

operate at lower cost. 

To give you exactly the right truck for your loads 
. over your roads. . . Dodge builds 175 different 

‘*Job-Rated”’ chassis models. 

In each, you get exactly the right one of 7 engines 

—to give the pulling power you need with the 

economy you want. 

You get exactly the right one of 5 clutches, 4 trans- 

missions, 18 rear axles . . . the right springs, brakes, 

and other chassis units . . . for “‘top’’ performance, 

longer life. 





To make sure that your next truck is ‘‘-Job-Rated”’ 
to fit your job, see your Dodge dealer . . . because 
only Dodge builds “‘-Job-Rated’’ trucks! 


DODGE DIVISION OF CHRYSLER CORPORATION 


‘Got Raed TRUCKS 


Fit the Job. ..Last Longer ! 
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Are Weight Transfer Stresses 


Endangering" Your Piping System?! 


THE PROBLEM: 


THE SOLUTION: 





If the full safety factor is to be maintained in 
piping, then any weight transfer stresses caused 
by vertical movement of piping due to expansion 
or contraction, load change, surge or vibration 
must be eliminated. Diagram illustrates this 
problem— if pipe hangers “H” do not support 
full weight of the piping “P” in both cold posi- 
tion “1” and hot position “2”, then dangerous 


stresses may result at connections “C”, 


Provide constant support to the piping through- 
out the entire range of vertical movement with 
Grinnell Constant-Support Hangers—the only 
constant support hangers. A lever, turning on the 
main pivot, balances the weight of a vertically 
shifting load because the change in moment arm 
with lever rotation is such that the product of 
the moment arm and the spring force is always 
constant and equal to the weight of the piping. 





Main steam line at Hell Gate Station of Con- 
solidated Edison Company is provided con- 
stant support by Grinnell Constant-Support 
Hangers. 








GRINNELL CONSTANT-SUPPORT HANGERS — 


the ONLY Constant-Support Hangers 
FEATURES: 

* Constant su pat of 
piping in all “Hot” 
and “Cold” positions. 

@ Full safety factor of 
the supported system 
is always maintained. 
Non-resonant, energy 
absorbing. 
Mass-produced from 
standard precision 
parts. 

Individually calibrated 
for each installation. 2 R 
Load-adjustment fea- travel specifications. 
tures incorporated into @ Minimum headroom 
the design. required. 

Write for data book containing complete details. 


@ Three models meet en- 
tire range of load- 


GRINNELL COMPANY, INC. 


WHENEVER PIPING iS INVOLVED 
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